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Employees pictured (counterclockwise
from right): Compton Richards, Maria
Saillant, Fred Sackett, Jill McDonagh,

Joe Finazzo, Noni Roan, Bernard Gibson,
Sylvia Roberts, Robert Hill,

Richard Lukowsky, Terry Brawner.

Our cover features eleven of PEPCO’s 54(
highly skilled employees who provide reliabls
and efficient electric service to the Nation's
Capital. Efficiency means more than just
working hard. It means working smart, to get
most out of every dollar of investment. It mea
finding new and innovative ways to control c«
today as well as in the future.

PEPCO's investors have provided the caj
for over $2.5 billion in assets to bring our on
product, electricity, to our customers. PEPC!
people are working to use those assets as
productively as possible to provide custome
high quality service at the lowest price, whils
the same time striving to earn a fair return fo
you. This Annual Report describes our
progress in 1981 toward these dual goals ar
our plans for the future.



Our Service Area

PEPCO provides electric service to one of the na-
tion's most unique metropolitan areas—unique not only
because it includes the capital city of the United States,
but also because of its relative stability and economic
vitality.

The Washington area is economically strong and
stable. The local economy has achieved a healthy mix
between private and public sector employment. Three
of every four jobs in our service area are outside the
federal government.

The area also has virtually no heavy industry. In-
stead, it is a center for trade associations and law
firms; corporate headquarters; high-technology com-
puter, telecommunications and research firms, and
educational, professional and service institutions. These
organizations are attracted to the area by its quality
work force, its proximity to the federal government
and its position in the thriving Baltimore-Washington
“‘Common Market"—so-called because well-devel-
oped transportation ties link Washington, D.C. and the
harbor city of Baltimore.

With this mix of government and non-industrial pri-
vate employment, key characteristics of the Washing-
ton economy are stability and substantial insulation
from national economic cycles. In the short term, this
lessens the impact of these cycles on PEPCO and
our customers. In the long term, this stability assists
in planning to meet future demand for electricity.

Our customers, as a whole, enjoy unusually high
incomes. In 1980, the average after-tax household
income in the Washington metropolitan area was
$29,648, the highest of any major metropolitan area
in the country. While per capita income in all three
jurisdictions PEPCO 'serves exceeds the national av-
erage by a substantial margin, average electric usage
and electric bills are close to national averages. The
Washington area residential customer thus pays a
smaller percentage of after-tax disposable income for
electricity than the national average.

The Washington area is experiencing dynamic eco-
nomic growth, without substantial growth in demand
for energy. Over the last decade, metropolitan Wash-
ington has undergone development and redevelop-
ment that substantially transformed many of its busi-
ness and residential areas.

Although sharply reduced population growth trends
and high interest rates have dampened residential

expansion, the development trend continues in the
1980s. Metro, an all-electric rapid transit system al-
ready 40% complete, links major communities in the
city and suburbs. As Metro stations open in many
outlying areas, nearby business districts expand, of-
fering more commercial office space and retail es-
tablishments. Demand for commercial office space
remains high. Although about 7.2 million square feet
of new space were completed in 1980, office vacancy
rates remain below 3%.

Two major construction projects in downtown Wash-
ington characterize the high-quality development in
the area. First is a 760,000-square-foot Convention
Center in the heart of downtown Washington, sched-
uled for completion late in 1982. Second is a Congres-
sionally-chartered redevelopment of Washington'’s his-
toric Pennsylvania Avenue, leading from the U.S. Capitol
to the White House. Encompassing one square mile,
the development area will include 6.8 million square
feet of office space, as well as substantial new retail,
hotel and residential buildings.

Despite continued economic growth in the Wash-
ington area, peak demand for energy is projected to
grow relatively slowly at 1% to 2% annually. As a result,
the Company has a relatively limited need for con-
struction of new generating facilities. At today's ex-
tremely high costs for financing and building new
electric supply facilities, this reduced level of new
plant investment is a major advantage to investors
and customers . '

Scenes from PEPCO’s service area
(Above, left to right): The United States
Supreme Court building; a research
scientist at the Gillette Research
Institute, one of many high technology
firms located in the metropolitan area;
the night lights of Rosslyn, Virginia;
Washington's new convention center
under construction in the District of
Columbia; the District’s Robert F.
Kennedy Stadium, home of the
Washington Redskins.
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1981 Highlights

Financial 1981 1980 Increase % Increase
Operating Revenue (000'S) ... $ 1,000,510 856,058 144 452 16.9
Operating Expenses (000°S).........cccccooviiiiiiiinnnn. $ 820,536 685,163 135,373 19.8
Net Income (000°S) .......ooooiiiiiiiiii $ 109,672 104,085 5587 54
Earnings for Common Stock (000's)..................... $ 93,297 88,774 4,523 51
Earmnings Per Common Share ...............c...oe $ 214 2.10 04 - 1.9
Average Common Shares
Outstanding (000'S)...........ccovoviiiiiiiiiiiieee 43,650 42,243 1,407 3.3
Cash Dividends Per Common Share................... $ 1.58 1.46 12 8.2
Operating
Installed Generating Capability
(Kilowatts—Net)............coooevviiiii 5,037,000 5,000,000 37,000 7
60-Minute Peak Load (Kilowatts—Net)................. 4,152,000 4,142,000 10,000 2
Energy Sales (000’s Kilowatt Hours)..................... 16,769,496 16,557,326 212,170 1.3
fnvestment in Property and Plant (000's) ............. $ 2,732,536 2,555,658 176,878 6.9
Number of Electric Service Customers............... 522,375 507,387 14,988 3.0
Residential Average:
Kilowatt Hours Used...............cccoooooiiiiii, 8790 8971 (181) (2.0)
Price Per Kilowatt Hour....................c 6.20¢ 535¢ .85¢ 15.9
Annual Bill Including Fuel Charges................. $ 545.04 480.08 64.96 13.5
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Annual Meeting

The annual meeting of sharehold-
ers will be held at the Hyatt Regency
Hotel, 400 New Jersey Avenue, NW,
Washington, D.C. on Wednesday,
April 28, 1982 at 11:00 a.m.



To Our
Shareholders

Our earnings per share for 1981
increased to $2.14 from the $2.10
earned in 1980. We maintained the
21% gain in per-share earnings
achieved in 1980 and, with the ad-
ditional 4¢ earned in 1981, made
some further advancement toward
our goal of a reasonable return for
our shareholders. The earnings im-
provement was attained despite
high interest rates and with minimal
rate increases.

For the first quarter of 1982 the
quarterly common stock dividend
was increased by 5%, from 40¢ to
42¢ per share, the sixth increase
since the beginning of 1977. The
new annual rate of $1.68 per share
is a 45% increase from the $1.16
annual rate for 1976.

In 1981, the nation's economy was
buffeted by dramatic, sustained in-
creases in the cost of capital. The
unprecedented cost of capital is
particularly damaging to electric
utilities, the nation's most capital-
intensive industry. It is imperative
that regulators recognize these in-
creased costs in a timely manner.
If utilities are to fulfill their service
obligations to their customers they
must have an opportunity to earn
a return on equity which is com-
petitive with the return investors are
demanding and receiving in to-
day’s capital markets.

Your management is committed
to the aggressive pursuit of a rea-
sonable return—a return that will
enable us to continue reliable ser-
vice to our customers and at the
same time provide increased earn-
ings and dividends to compensate
you adequately for your invest-
ment. Our business strategies are
designed to deal effectively with the

challenges confronting us in the
current economic environment and
to position us to make continued
progress toward achievement of an
adequate return.

First, the measures PEPCO
adopted in the 1970s to combat in-
flation serve us well in the contin-
uing inflationary climate of the 80s.

We reduced construction spend-
ing drastically after the 1973 oil em-
bargo, increased our reliance on
lower cost coal, and emphasized
sound planning and tight budget-
ary controls to hold down costs.

[n 1981, we completed the re-
structuring of our construction pro-
gram, placing in service the last
new generating unit we expect to
need for a decade. We continue to
rely on coal-fired generation for vir-
tually all the energy supplied to our
customers. These factors have
helped mitigate the impact of the
higher capital costs and have en-
abled us to keep the increases in
prices to customers below the gen-
eral rate of inflation.

Second, your management re-
mains determined to conserve cap-
ital, consistent with our public ser-
vice responsibility.

The cost of financing new assets
today exceeds the return we eam
on the investment. While this situ-
ation persists, it is a key strategy to
discharge our obligationsin aman-
ner requiring minimal capital out-
lay. Today the ratio of our construc-
tion expenditures to existing plant
investment is low relative to other
companies in the industry. The rate
of growth in energy demand in the
Washington area remains low, and
we are actively pursuing energy use
management programs to ensure
the continuation of moderate growth
and lower capital requirements.



Third, we are providing for max-
imum flexibility in our energy plan-
ning.

Almost a decade after the up-
heaval caused by the 1973 oil em-
bargo, the nation's energy econ-
omy is still in a state of flux, with
unpredictable fuel prices and with
the promise of emerging new tech-
nologies. We now forecast that we
will not require new generating fa-
cilities until 1993. However, we are
proceeding with design and pre-
liminary engineering for the next
coal-fired generating unit, in the 300-
400 megawatt range, so that it could
be accelerated and brought online
as early as the end of the 80s. With
this flexibility in our construction
program and the ability to provide
virtually all of our customers’ en-
ergy requirements with coal, we are
well situated to adjust our plan to
meet changing circumstances and
opportunities.

Fourth, we continue to seek fur-
ther improvement in the productive
use of our human and capital re-
sources.

This Annual Report highlights
some of our employees, recogniz-
ing that the dedication and crea-
tivity of our employees is our most
important resource. We are em-
phasizing training, management
development and advanced sys-
tems and methods to ensure con-
tinued efficient performance.

Maintaining the productivity of
our capital assets is vitally impor-
tant. The seasonal nature of our load,
with demand for electricity much
higher in the summer, provides op-
portunities to improve capital pro-
ductivity by increasing the use of
our plants during the winter. For ex-
ample, in 1982 we are expanding
our programs to develop greater

winterdemand for electricity by en-
couraging wider use of the energy
efficient heat pump. We also have
carefully planned programs to in-
vestigate new technologies and
opportunities to improve the use and
deployment of our resources.

Finally, we are vigorously pur-
suing the rate increases required to
recognize higher costs of service,
including the cost of capital deter-
mined in the financial markets.

The rate increases we received
in 1981 do not reflect the high cap-
ital costs now being experienced.
In Maryland and Virginia, where
modest increases were received in
the first half of 1981, we have re-
turned to regulators with new in-
crease requests based on a real-
istic recognition of the cost of
capital. In the District of Columbia,
we received a $23 million rate in-
crease effective the last day of 1981,
based on a 1980 test year. We will
file a new rate request in the District
in March 1982.

The increases in capital costs
experienced in 1980 and 1981 have
been substantial and sustained. The
higher returns being allowed by
regulatory commissions across the
country provide a hopeful sign that
regulators are beginning to rec-
ognize the marked increase in this
major component in the cost of
providing service.

The Washington metropolitan area
we serve is affluent and relatively
stable. Over recent years, the in-
crease in prices to our customers
has been below the general rate of
inflation. Our programs for con-
trolling plant and operating ex-
penditures and our shift to burning
more coal have reduced, and will

continue to moderate, the need for
rate increases. These factors give
us confidence that we can con-
tinue to make progress toward our
goal of a fair rate of return.

Looking ahead, the strategies and
flexibilities outlined above are de-
signed to enable us to respond to
the economic environment and to,
shape the future role of electric en-
ergy in our marketplace. All of us
share a vital interest in the current
national effort to reverse the trends
in inflation and interest rates and to
revitalize the country’s economy.
Success in this effort is crucial to
the financial health of our industry
and to continued reliable and eco-
nomical service to our customers.

As the economy is revitalized,
both our national energy policies
and the needs of the country point
to a bright future for the electric
utility industry. With improvement of
productive capacity and growth in
the national output as we move from
recession into periods of expan-
sion, electricity will provide an ever
larger percentage of the energy
needs of this nation.

Your Company is well situated to
play a major role as these events
unfold. We are optimistic about the
opportunities for financial improve-
ment for your Company and for the
future of the electric utility industry
as a vital component of economic
progress. ‘

W. Reid Thompson

Chairman of the Board
President .

February 22, 1982



Results of
Operations

Generating maintenance technician
Sidney Wilkinson inspects a turbine at
Chalk Point #1, relying on his keen eye
and mechanical expertise to spot
problems. He also relies on a new
maintenance planning system that
helps speed repairs to units. Using a
computer, planners precisely schedule
the thousands of tasks required for an
overhaul, shaving hours and days off
maintenance time.

Stock Market Information
1981 High Low

1st Quarter 13V 1174
2nd Quarter 15 12Va
3rd Quarter 15% 1234
4th Quarter 157 13%
(Close 14'%)

Shareholders at December 31, 1981: 117,465.

1980 High Low

1st Quarter 12 10
2nd Quarter . 14 10%
3rd Quarter 14 12Ve
4th Quarter 13% 11
(Close 12%)

Shareholders at December 31, 1980: 120,497




1981 Revenue Dollar
Where It Came From

Commercial 49%

Residential 25%

Federal Government 17%

Local Government 4%

Rural Electric Cooperative 5%

Where It Went

42%
Wages and benefits 9%

Fuel net of interchange

Materials and services 7%
15%

Taxes

Depreciation 8%

Interest 8% .
Preferred stock dividends 2%
Common stock dividends 7%
Income retained 2%

In the face of continued high in-
flation and unprecedented interest
rates, PEPCO management has
worked to contain rising costs and
to obtain the needed increases in
rates that will be critical to contin-
ued progress in 1982. With only
limited rate increases in 1981, we
still made some progress over the
record earnings achieved in 1980.

Earnings for common stock were
$93.3 million in 1981, up 5.1% from
$88.8 million in 1980. On a per-share
basis, earnings were $2.14, an in-
crease of 1.9% from $2.10 in 1980.

Dividends

Dividends per share were $1.58
for 1981, as compared with $1.46
for 1980, an increase of 8.2%. This
reflects the 2¢ increase in quarterly
dividends in the second quarter of
1981 and the 3¢ increase in the
third quarter of 1980. At year-end
1981, the annualized rate was $1.60
per share. In January 1982, the
quarterly dividend was increased
by 5%, from 40¢ to 42¢, an annu-
alized rate of $1.68.

Revenue

in 1981, PEPCO's operating rev-
enue totalled $1.0 billion, an in-
crease of 16.9% over 1980 revenue
of $856.1 million. Most of this in-
crease was the result of higher cus-
tomer billings under PEPCO’s fuel
rates.

Kilowatt hour sales of electricity
increased only 1.3% in 1981. In 1980,
record-breaking hot summer
weather led to a 5.6% increase in
use of electricity, as compared with
1979. Measured on the basis of
cooling degree hours, 1981 sum-
mer weather was 15.9% milder than
the summer of 1980.

The average 1981 price per Kkil-
owatt hour was 5.89¢, an increase
of 15.7% over 1980. The increase

reflects higher base rates ap- -

proved in mid-1980 and 1981 and
higher costs of fuel.

Operating Expenses

Total 1981 operating expenses
were $820.5 million, an increase of
19.8% compared to 1980 expenses
of $685.2 million.

Fuel and Interchange. Net fuel and
interchange expense was $420.9
million, an increase of $121.9 mil-
tion over 1980.

This cost increased for two pri-
mary reasons. Unit fuel prices were
up 11.9%, and PEPCO’s exports of
power to other utilities were down.
In the past, substantial quantities
of electricity generated by PEPCO
were delivered to other utilities in
the Pennsylvania - New Jersey -
Maryland Interconnection (PJM),
and credits from these deliveries

offset some of the cost of fuel to
generate energy for our own cus-
tomers. Because supply condi-
tions changed within PJM in 1981,
PEPCO was a net purchaser of
electricity for the year.

Fuel costs, before adding the
costs of interchange transactions,
totalled $348.9 million in 1981,
compared to $358.6 millionin 1980.
This was a decrease of 2.7%, with
a 13.8% decrease in generation. The
net cost of interchange transac-
tions was $72.0 million; in 1980, the
Company had net credits of $59.6
million from such transactions.

The Fuels section of this report
describes in detail 1981 fuel costs
and PEPCO's imports of power from
other utilities.

It takes a combination of skill, strength
and concentration to complete electric
line work efficiently and safely. N
Overhead lead line mechanic Carl
Franck has been doing the job for
nearly 35 years.




Earnings and Dividends Per Share (Dollars)
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Rates

Mechanical engineer Thai Phan checks
gauges in the control room at the
Morgantown generating station. His
job is to analyze plant operating data
and recommend ways to improve
efficiency.

Other Operation and Mainte-
nance Expenses. Other operation
and maintenance expenses to-
talled $169.9 million, an increase of
7.7% over 1980.

Depreciation and Taxes. Depre-
ciation and amortization expense
was up 5.0% in 1981 over 1980, re-
flecting increases in plant invest-
ment and increased depreciation
rates authorized during 1980 in the
District of Columbia and Virginia.
Total federal and local taxes were
$151.6 million, a decrease of 1.6%.

Operating expenses are dis-
cussed in detail in the “Manage-

ment's Discussion and Analysis of
Financial Condition and Results of
Operations” section of this report,
on page 34.

Interest and Preferred and
Preference Dividends

interest charges for 1981 in-
creased by $7.9 million, or 10.7%,
over 1980, as our outstanding debt
increased and interest rates climbed
to record levels and remained there
for most of 1981,

Preferred and preference stock
dividends increased $1.1 million, or
6.9%, reflecting a full year's divi-
dend payment on the $17.5 million
private placement of 8%% pre-
ferred stock made in September
1980.

Environmental technician Jean Marie
Fulton identifies a species of fish
collected near the Chalk Point
generating station. As part of an
environmental monitoring program,
PEPCO studies fish population in
waterways near our plants.

PEPCO’s 1981 revenues reflect.
only limited approval to increase re-
tail rates in Maryland and Virginia
during the year. These were “make
whole” increases based on updat-
ing prior rate orders to more recent
test periods. They did not provide
for the sharply increased cost of
capital. New District of Columbia
rates became effective on the last
day of the year.

PEPCO has filed major rate re-
guests for its Maryland and Virginia
business. In seeking higher rates,
PEPCO is asking regulators to ap-
prove substantially higher returns
to cover dramatic increases in the
cost of capital over the last several
years.

Over recent years, prices tq our
customers have risen less than in-
flation overall, while earnings and
dividends for our shareholders have
not kept up with inflation. Higher

-rates—which cover today's cost of

capital, including a fair return to the
shareholder—are essential to bal-
ance the interests of investors and
customers.

District of Columbia

On December 23, 1981, PEPCO
received a decision from the Dis-
trict of Columbia Public Service
Commission on the Company's re-
quest for a $37.1 million, 9.6% in-
crease in rates. The Commission
authorized a $23.3 million, 6% in-
crease in rates effective December
31, 1981. The order was based on
a 10.09% return on a calendar year
1980 rate base and a 14.25% return
on common equity. The request was
for a 10.6% return on rate base
and a 15.5% return on equity.

Maryland
On April 29, 1981, the Maryland
Public Service Commission granted
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PEPCO an $11.4 million, 2.7% in-

crease in rates. The increase was"

based on the 9.52% rate of return
the Commission authorized in
PEPCO's 1980 general rate case. It
was granted under Maryland's
“make whole” statute, which pro-
vided expedited 90-day review in
cases that update the Commis-
sion's latest general rate order to a
more recent period. The Maryland
“make whole” statute has now been
amended so that PEPCO and the
state’s other major electric utilities
may no longer seek increases
through this process.

On September 29, 1981, PEPCO
filed for a $95.5 million, 18.9% in-
crease in rates in Maryland. A de-
cision is expected in late April. In
this case, the Company is asking
the Commission to approve:

® An 11.73% rate of return on rate
base and a 17.75% return on com-
mon equity. The request is based
on a December 31, 1981 test year.

® [nclusion of all construction
work in progress in the rate base,
so that PEPCO can earn a current
cash return on projects under con-
struction. This is the practice
PEPCO followed from 1947 until the
Commission changed the practice
with respect to property acquired
after September 1980.

® An increase in PEPCO’s av-
erage depreciation rate from 3.2%
to 3.8%.

® A $10 million allowance to
combat earnings attrition. Without
the allowance, rates based on 1981
costs will not fully cover PEPCO’s
cost of service when they become
effective in 1982.

Virginia

On September 3, 1981, PEPCO

received approval from the Virginia

State Corporation Commission to
increase rates by $651,000, or 3.5%,
annually. This “make whole” type
increase was the result of the Com-
mission’s 1980 Annual Financial
Operating Review of PEPCO, and
PEPCOQO's related request for a
$696,000 increase in rates.

In December 1981, PEPCO re-
quested a $3.2 million, 14.6% in-
crease in Virginia rates, based upon
results for the year 1981 and the
same rate of return the Company
is seeking in Maryland. A decision
is expected in May 1982.

Wholesale Rates

The Company is in the final year
of a three-year contract with its only
wholesale customer, Southern
Maryland Electric Cooperative, Inc.
Under the contract, rates in-
creased $4.6 million on January 1,

Conservation specialist Bob Edwards
explains to customers how wise
energy use can help them control their
electric bill.

1980; $1.9 million on January 1,
1981, and $1.0 million on January
1, 1982. PEPCO has begun ne-
gotiations with SMECO for service
in 1983 and thereafter.

Fuel Rates

In each retail jurisdiction,
PEPCO's rates for electricity are di-
vided into two components, a base
rate and a fuel rate. Although the
mechanics differ, in each jurisdic-
tion we bill customers for the actual
cost of fuel, plus or minus the net
charge or credit from interchange
of electricity with other utilities. More
information about the fuel rates is
included in the Financial State-
ments section of this report.



Fuels and Power
Supply

Coal today costs much less than oil,
so PEPCO relies on it for 85% of the
power we generate. To ensure reliable
deliveries, the Company replenishes
supplies at Southern Maryland plants
with fuel delivered on PEPCO-owned
unit trains. Ownership of the trains
saved customers over half a million
dollars in 1981. Below: Coal Handler
George Savoy moves coal onto the pile
at Morgantown after a new delivery.
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Fuel and interchange costs rep-
resented 42% of PEPCO’s total 1981
cost of providing service. Because
these costs make up such a large
part of customers' bills, PEPCO
places the highest priority on pro-
grams to contro! them.

Our goal has been to burn coal
to generate at least 85% of the
electricity we produce. We were able
to attain or exceed the 85% goal
for the second consecutive year. In
contrast, coal was used to gener-
ate only about 56% of the electric-
ity we produced at the time of the
1973 oil embargo.

Because it costs less than olil,
coal will continue to be the primary
fuel for our base-load generating
units—those that generally operate
around the clock. Cycling and
peaking units—those that operate
for short, intermittent periods—were
designed to operate efficiently with
oil. We will continue to burn limited
quantities of oil in those units.

1981 Fuel Prices

Overall, fuel costs increased
11.9% from $2.02 per MBTU (Mil-
lion British Thermal Units) in 1980
to $2.26 per MBTU in 1981. We
burned 5.7 million tons of coal in
1981, at an average cost of $45.94
perton, or $1.88 per MBTU. In com-
parison, we burned 6.4 million tons
in 1980 at an average cost of $39.74
per ton, or $1.61 per MBTU.

Residual oil consumption in 1981
totalled 2.4 million barrels at an av-
erage cost of $28.73 per barrel, or
$4.65 per MBTU. In 1980, we used
3.8 million barrels at an average cost
of $25.09 per barrel, or $4.06 per
MBTU.

As these figures show, coal prices
increased more rapidly during 1981
than oil prices, but coal is still only

40% as costly as oil. The 72-day
tabor strike of the United Mine
Workers of America added directly
and indirectly to the increased costs.
The settlement itself added about
5% to mine-head costs. Also, in-
ventory build-ups both before and
after the strike tightened the market
for the Appalachian coal we burn.
At PEPCO, we increased coal
stockpiles early in 1981 in antici-
pation of the walkout, and service
to our customers was not threat-
ened.

Oil prices increased sharply in
late 1980 and the early months of
1981, and then fell almost as rap-
idly near mid-year. The gap be-
tween coal and oil prices has nar-
rowed, but we expect coal to
maintain a price advantage for the
near term. Cost projections be-
come more speculative in the long
term, and the Company will retain
the capability of shifting use be-
tween fuels as prices change.

To assure adequate supplies of
the fuels we burn at the lowest de-
livered cost, PEPCO uses pur-
chasing techniques that are de-
signed to promote competition, hold
down long-term costs and provide
flexibility in the event of changing
environmental requirements. About
two-thirds of our coal requirements
for 1982 are covered by contracts
of one- to ten-year duration. Addi-
tional contracts are planned.

Power Purchases

At times, PEPCO does not have
enough coal-fired capacity avail-
able to meet our customers’ total
energy demand. As more gener-
ating capacity is needed to meet
higher demand or to replace units
out of service, we sometimes pur-
chase power from other utilities to

supply our customers from the most
economical source available.

[n past years, PEPCO has been
a net exporter of electricity, and
much of it has been generated in
oil-fired units. However, in 1981 util-
ities to the west had available for
purchase an abundance of rela-
tively low-cost, coal-generated
power. Utilities in the mid-Atlantic
region were able to benefit from this
situation. They were able to pur-
chase coal-generated electricity
more cheaply than they could gen-
erate it themselves with oil-fired
equipment or import it from PEPCO
or other mid-Atlantic utilities.

PEPCO also took advantage of
this opportunity and has been pur-
chasing an average of 236,000
megawatt-hours of coal energy
monthly.

Although PEPCO exported less
electricity to other utilities and had
fewer credits to offset fuel costs in
1981 than in prior years, our cus-
tomers benefitted from the pur-
chases we made. The purchases
were particularly beneficial to cus-
tomers in early 1981 when a series
of outages limited our ability to call
upon coal-fired generation. Pur-
chases of electricity allowed us to
satisfy most of that generation re-
quirement with relatively low-cost
coal power, instead of generating
the power from oil-fired units at
substantially higher costs.



Electric Energy
Outlook in the ’80s

Forty-two percent of our cost of
service is related to providing the
plant and equipment to serve cus-
tomers. One of PEPCQ’'s major
strategies for controlling costs has
been to minimize the need for new
construction. This strategy is es-
pecially critical now, with the cost
of building and financing new plant
facilities at a record high.

The Washington skyline, with
Washington monument at the left and
the John F. Kennedy Center for the
Performing Arts at the right.

The low rate of growth in demand
for energy in the Washington, D.C.
area is vitally important. We pro-
ject that sales and summer peak
demand will grow only 1% t0 2% a
year for the next decade.

Limited growth in sales and de-
mand for energy stems from three
maijor factors:

e While the Washington, D.C.
area is experiencing economic
growth and expansion, population
has stabilized over the past dec-
ade in our service territory. Most

population growth now is occurring
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in “new towns” or commuter com-
munities outside PEPCQO’s service
territory.

® PEPCO customers are ex-
tremely energy conscious, and have
been effective in adopting the en-
ergy conservation measures en-
dorsed and promoted by PEPCO.

® PEPCO has designed energy
use management programs to as-
sure that growth in demand will re-
main low.

Our 1981 experience was con-
sistent with our forecasts. As dis-
cussed earlier, sales increased only
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1.3% over 1980. The peak demand
for energy was 4152 megawatts, less
than 1% higher than the previous
peak set in 1980.

Itis noteworthy that the summers
of 1980 and 1981 were the two hot-
test summers experienced in
PEPCO's service area in some 30
years.

Energy Use Management

To help keep growth in demand
low, PEPCO is making energy use
management programs a part of
our energy plans for the future.
Some already are fully imple-
mented; others are being tested or
phased in slowly while we deter-
mine their effectiveness. Our ef-
forts include:

® Conservation. Since 1978,
PEPCO has helped residential cus-
tomers reduce their energy use by
offering a home energy audit. We
have completed audits for over
10,000 customers, providing each
with a detailed energy conserva-
tion plan that shows how much they
may save through specific energy
improvements to their home. In ad-
dition, we provide customers a wide
range of conservation information.
PEPCO also has active programs
“of energy use management assis-
tance to commercial and govern-
mental customers. These cus-
tomers account for about 70% of
our sales.

e Rates. Time-of-day rates have
been in effect since June 1980 for
our largest commercial customers
in the District of Columbia. These
rates are higher during peak pe-
riods, to reflect the higher cost of
providing service at those times.
Thus, they provide an incentive for
the customer to shift usage away
from peak periods.

Pending approval by our regu-
latory commissions, we plan to be-
gin time-of-day rates for larger res-
idential customers in Maryland and
the District. PEPCO also has asked
area commissions to approve a vol-
untary, curtailable rate experiment
for more than 30 large commercial
customers. Under such a program,
customers would be offered rate
incentives for reducing their de-
mand during peak periods.

® Direct Load Control. PEPCO is
testing radio control of residential
water heaters and air conditioners,
appliances that can be cycled off
for short intervals during peak pe-
riods with little impact on customer
comfort. In a pilot program, about
650 customers in Maryland and the
District are allowing us to remotely
control these appliances.

e Thermal energy storage. A
promising way to reduce peak de-
mand of new commercial buildings
is to use water to store cooling en-
ergy off-peak. The stored energy
can be used on-peak to cool the
building. To encourage such sys-
tems, PEPCO is installing thermal
energy storage at a new service
center under construction in Prince
George's County, Maryland. The
demonstration system will reduce
peak demand from the building’s
air conditioning equipment by at
least 50%.

® Cogeneration—PEPCO en-
courages the development of eco-
nomic cogeneration projects in the
service area. Cogeneration in-
volves the seqguential use of the
same steam for electrical genera-
tion and for heating. In a broader
sense, it also includes small power
production from emerging or re-
newable sources such as solar, wind

or solid wastes. PEPCO assists po-
tential cogenerators in studying the
feasibility of such plans and will
purchase excess electricity they
produce.

® Heat Pumps—As part of en-
ergy use management programs,
PEPCO has stepped up efforts to
encourage installations of the en-
ergy efficient electric heat pump, a
single system that heats and cools
the home. Our programs are aimed
at builders and contractors install-
ing new systems and at homeown-
ers who may be considering re-
placing their existing heating or
cooling system.

From the customer’s standpoint,
the heat pump operates very eco-
nomically. It also eliminates the need
for separate heating and cooling
systems. From PEPCOQO’s stand-
point, wider use of the heat pump
will help us improve the productiv-
ity of our generating facilities since
it will increase the demand for en-
ergy in the winter months, when
energy demand is traditionally less
heavy.

11



Construction

H
[
H
4
4
}
3
{
;
¥

With 28 years experience, General
Foreman Lou Spencer (left) directs
installation of 230,000-volt
underground transmission cable. At a
cost of $280 a foot, this 11-mile
segment of line is an investment in
more reliable, efficient service. The
new transmission route allowed
PEPCO to retire older generating units
in the District of Columbia, and to
serve customers with power from
newer, more efficient units.
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Although total capital require-
ments remain high in absolute terms,
PEPCO has one of the smallest
construction programs, as a per-
centage of existing plant invest-
ment, among major utilities. We are
working hard to keep it that way:

1981 Spending

Construction spending in 1981
totalled $213 million, excluding fi-
nancing costs (AFUDC) that are re-
corded as part of the cost of plant.
Only about $95 million, or 45% of
the total, was for new production
facilities, including $31 million for
environmental equipment. New
transmission and distribution lines,
substations, service connections
and other facilities accounted for
the other $118 million, or 55%.

Generating Additions and
Retirements

Late in 1981, PEPCO placed in
service our first new generating unit
since 1975, a 600-megawaitt unit at
our Chalk Point generating station.
We expect the new unit, Chalk Point
#4, 10 be the last generator placed
in service on the PEPCO system
for the next decade.
~ Chalk Point #4 is an oil-fired “cy-

cling” unit, which plays a very spe-
cific role in the mix of generating
capacity. Most of our customers’
needs are met by base-load, coal-
fired units that operate around the
clock. In contrast, cycling units like
Chalk Point #4 are designed for
rapid start-up to help meet daytime
increases in load requirements. By
their nature, such units are not re-
quired to operate much of the time.

Planning for Chalk Point #4 be-
gan in the late 1960s, when oil was
more economical and environmen-
tally acceptable than coal and when

PEPCO crews install underground
service at a new home in Prince
George’s County.

growth in demand for electricity was
high. The unit was initially planned
for service in 1975. With the 1973
oil embargo, however, we experi-
enced an abrupt change to slower
growth rates in demand for energy,
and construction was deferred.
Construction was resumed in 1978
and we placed the unit in service
in late 1981.

Also in 1981, we retired 269 me-
gawatts of obsolete, oil-burning ca-
pacity at our in-city Benning and
Buzzard Point plants. The new Chalk
Point unit will operate more effi-
ciently than the units retired, so the
overall impact on the amount of oil
we burn will be minimal.

Transmission Facilities

In December 1981, PEPCO en-
ergized a 20-mile section of 500-
kilovolt transmission line that will
help carry energy generated by
Chalk Point #4. The line connects
the generating station with a new
500-kilovolt substation at the south-
ern extremity of our service terri-
tory.

With the addition of this trans-
mission line, we are one step closer
to completing a 500-kilovolt loop that
will encircle the Washington, D.C.
area. PEPCQO, Virginia Electric and

Power Company and Baltimore Gas
and Electric Company are building
the loop to improve the ability to
exchange power with other utilities
and strengthen reliability of serv-
ice. About 57 miles of the 238-mile
loop remain to be built by the three
utilities.

Future Plans

For the next five years, PEPCO
estimates construction spending
will total $805 million. About $234
million, or 29%, of the five-year total
will be for production facilities, in-
cluding $46 million for pollution
control. About $571 million, or 71%,
is budgeted for transmission, dis-
tribution, service and other facili-
ties.

As these figures indicate, much
of our construction spending today
is for facilities that carry power from

Left to right: Phil Gordon, Steve Boyle
and Doug DelLawler prepare
engineering layouts for a new service
connection.

13



Financing

the generating stations to our cus-
tomers. With extensive new con-
struction and redevelopment in the
Washington, D.C. area, PEPCO must
continue to add new service con-
nections and modify existing facil-
ities to meet customer needs.

PEPCO also is building two new
service centers that will enhance
service to customers and improve
efficiency of operations. They are
a 106,000-square-foot center at
Forestville, Maryland, and a 90,000-
square-foot center on our property
adjacentto the Benning generating
station in the District of Columbia.

To prepare for future energy de-
mand, PEPCO is proceeding with
design work for a coal-fired unit, in
-the 300-400 megawatt size range,
which can be ready when needed
in the early 1990s.

14

With the continued high cost of
capital, PEPCO has worked to
maintain as much financing flexi-
bility as possible and to complete
required financings at the lowest
cost.

Our 1981 financings included:

® The sale in June of $50 million
in ten-year 142% mortgage bonds
at a cost to the Company of 14.78%.
Proceeds of the sale were used to
retire $50 million in 10V4% First
Mortgage Bonds that matured Au-
gust 15, 1981.

® The sale in June of $30 million
in floating rate First Mortgage Pol-
lution Control Bonds in cooperation
with Prince George's County, Mary-
land. These tax-exempt bonds ma-
ture in 2010 and provide long-term
financing for air poliution control
projects at the Chalk Point gener-
ating station. The variable interest
rate is based on a formula tied to
U.S. Treasury rates. The cost to
PEPCO will not be less than 6% or
more than 12% annually. For 1981,
the interest rate averaged 9.85%.

® The initiation in August of a $27
million tax-exempt municipal com-
mercial paper program in coop-
eration with Prince George's County,
Maryland to fund the remainder of
the Chalk Point air pollution control
projects mentioned above. Interest
on the paper averaged 8.39% in
1981.

® The private placement in Oc-
tober of $50 million of 20-year ad-
justable rate First Mortgage Bonds
maturing in 2001. The bonds car-
ried an initial interest rate of 174%,
which will be adjusted each De-
cember based on a formula keyed
to a U.S. Treasury index. The Com-
pany issued $10 million of these
bonds in December 1981 and is
scheduled to issue the remaining

ly 90% of PEPCO's 117,000
common shareholders are individuals.
Carolyn Hooker (above) assists
shareholders with transactions or
questions on their accounts.

$40 million not later than May 14,
1982. The proceeds were used to
reduce short-term debt.

® The sale of $15.1 millionin new
common equity through PEPCO's
Shareholder Dividend Reinvest-
ment and Stock Purchase Plan.
Through this Plan, shareholders can
conveniently and automatically
reinvest their dividends in new
shares of PEPCO common stock at
a 5% discount from market price.
Participants can also make cash
investments of between $25 and
$3000 per quarter to purchase ad-
ditional shares at the prevailing
market price. Since the Dividend
Reinvestment Plan was estab-
lished in 1973, PEPCO has raised
$66.2 million in common stock eg-
uity through the Plan.

® The sale of $2.6 miilion in new
common equity through PEPCO's
Employee Stock Ownership Plan.



Changes in
Organization

Through this plan, all employees
with one year of service receive
stock in the Company. The Plan is
funded by federal income tax in-
vestment credits, a portion of which
is matched by employee contri-
butions. The Company also estab-
lished in 1981 a voluntary Thrift Sav-
ings Plan for exempt, or salaried,
employees which in 1981 provided
$0.5 million in new common equity.

PEPCO plans to conduct its ex-
ternal financing program with the
goal of maintaining the common
stock equity component of its cap-
ital structure in the 40% range.

Economic Recovery Tax Act of
1981

In August, President Reagan
signed into law the Economic Re-
covery Tax Act of 1981. The Act pro-
vides for major changes in the fed-
eral income tax law designed to
promote capital formation and
stimulate investment in new pro-
ductive facilities. These changes,
which will be implemented over the
next several years, should improve
the financial health of utilities by
increasing internal cash genera-
tion and reducing external financ-
ing requirements.

Accelerated Cost Recovery Sys-
tem (ACRS). Under the new law,
plant assets placed in service after
December 31, 1980 can be depre-
ciated over much shorter time pe-
riods—15 years for most utility
property, as compared to 23 years
under old law. As a result, utilities
can realize greater annual tax de-
ductions over a shorter period of
time. Investment tax credit provi-
sions also have been liberalized to
provide the additional credits for
assets with shorter property lives.

Dividend Reinvestment Plan. The
new Tax Act also includes a pro-
vision that will benefit many indi-
vidual utility shareholders. The Act
permits shareholders to exclude
dividends on public utility common
stock of up to $750 on an individual
tax return ($1,500 on a joint return)
if dividends are reinvested through
a qualified Dividend Reinvestment
Plan. This favorable tax treatment
applies only to individuals electing
this tax reporting. It is not available
to corporations, trusts, estates and
nonresident aliens.

As indicated in our interim re-
ports to shareholders, beginning in
1982 dividends reinvested in Po-
tomac Electric Power Company
stock qualify with regard to the new
Tax Act and may be excluded from
income taxes under this provision
of the tax law. The common stock
received through reinvestment will
have a zero cost basis, and tax is
deferred until shares of PEPCO
stock are sold. When stock is sold,
if holding period requirements are
met, the proceeds may be eligible
for taxation under the long-term
capital gains provisions of the tax
law.

Shareholders having questions
or desiring to participate in the Div-
idend Reinvestment Plan should
write or call our Shareholder Ser-
vice Department to request a copy
of our Plan prospectus. (The Com-
pany’'s address and telephone
number appear on the inside back
cover of this report.)

® Alan G. Kirk II, 55, formerly Vice
President and General Counsel, was
elected Senior Vice President and
General Counsel. Mr. Kirk joined
PEPCO in 1975 as General Coun-
sel, and was elected a vice presi-
dent in 1976.

e Edward A. Caine, 38, Deputy
General Counsel, was elected Vice
President-Regulatory Law. Mr.
Caine joined PEPCO in 1972 as as-
sistant counsel. Following employ-
ment with American Electric Power
as Senior Rate Counsel in 1977, he
returned to PEPCO in 1978.

e John M. Derrick, Jr., 41, for-
merly  Director—Customer Ser-
vices, was elected Vice Presi-
dent—Customer Services. An
electrical engineer, Mr. Derrick
joined PEPCO in 1961.

® Frank A. Peluso, 58, joined
PEPCO as Vice President-Human
Resources. He served as Vice
President—Personnel of Wisconsin
Gas Company from 1963 to 1981.
Before joining that company he held
a number of personnel and indus-
trial relations positions with other
corporations.
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Financial Statements

Management’s Report
on the Financial Statements

The accompanying financial statements have been pre-
pared in conformity with generally accepted accounting
principles and the Uniform System of Accounts promulgated
by the Federal Energy Regulatory Commission.

The financial statements are the responsibility of man-
agement. The Company has established a system of internal
accounting controls to provide reasonable, but not absolute,
assurance as to the integrity of the financial statements. The
system of internal controls is examined by management on
a continuing basis for effectiveness and cost efficiency. The
system is also reviewed on a regular basis by an internal
audit staff which reports directly to the President. The Com-
pany's independent accountants, Price Waterhouse, review
and test the system of internal controls in the course of their
annual examinations of the financial statements.

The report of Price Waterhouse on the examination of the
accompanying financial statements appears on this page.
The report includes the accountants’ opinion that the finan-
cial statements present fairly the financial position of the
Company at December 31, 1981 and 1980 and the results
of its operations and the changes in its financial position for
each of the three years in the period ended December 31,
1981.

The financial statements have been reviewed by the Audit
Committee of the Board of Directors of the Company, con-
sisting of three outside directors. The Audit Committee dis-
cusses accounting, auditing and financial reporting matters
with management and Price Waterhouse on a regular basis
and reviews the program of audit work performed by the
internal audit staff. To ensure the auditors’ independence,
both Price Waterhouse and the internal audit staff have direct
access to the Audit Committee.

H Rl Y

H. Lowell Davis

Executive Vice President—
Financial and Human Resources

January 18, 1982
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Report of Independent Accountants

To the Shareholders and
Board of Directors of
Potomac Electric Power Company

in our opinion, the accompanying balance sheets and the
related statements of earnings, of retained income and of
source of funds invested in property and plant construction
present fairly the financial position of Potomac Electric Power
Company at December 31, 1981 and 1980, and the results
of its operations and the changes in its financial position for
each of the three years in the period ended December 31,
1981, in conformity with generally accepted accounting prin-
ciples consistently applied. Our examinations of these state-
ments were made in" accordance with generally accepted
auditing standards and accordingly included such tests of
the accounting records and such other auditing procedures
as we considered necessary in the circumstances.

Price Waterhouse

Washington, D.C.
January 18, 1982



Selected Financial Data

1981 1980 1979 1978 1977 1976
(Thousands of Dollars except Share Data)

Operating Revenue ............................ $1,000,510 $ 856,058 $ 749333 $ 714713 $§ 664,355 $ 549,971
Operating Expenses..............cc.......... $ 820,536 $ 685,163 $ 606,720 $ 571,252 $ 513,320 $ 408,857
Net Income ..o $ 109,672 $ 104,085 $ 8435 $ 78756 $ 84936 $§ 76,963
Earnings for Common Stock .............. $ 93297 $ 88774 $ 71242 $ 68543 $ 70501 $ 61417
Average Common Shares

Outstanding (000'S) ......cooeviereninnn. 43,650 42,243 41,158 40,324 38,806 35,667
Earnings per Common Share............. $ 214 3 210 $ 173 § 170 § 182 §$ 1.72
Cash Dividends per Common

SNArE ..o $ 1.58 $ 146 § 1.355 § 134 § 128 § 116
Investment in Property and Plant....... $2,732,536 $2,555,658 $2,470,007 $2,322,193 $2,162,143 $2,085,788
Net Investment in Property and

Plant ... $2,087,706 $1,938,983 $1,909,452 $1,810,108 $1,698,407 $1,662,359
Total ASSEtS ....oovviievecieiiiieee $2,518,752 $2,396,855 $2,226,752 $2,083,405 $2,001,518 $1,845378
Long Term Obligations (including

redeemable preference and

preferred stock) ..o $1,011,865 $1,007,299 $ 979,659 $ 930,806 $ 909,277 $ 866,145

‘Summary of Significant
Accounting Policies

The Company’s utility operations are regulated by the
Maryland and District of Columbia Public Service Commis-
sions, the Virginia State Corporation Commission and, as to
its wholesale business, the Federal Energy Regulatory Com-
mission (FERC). The Company complies with the Uniform
System of Accounts prescribed by FERC and adopted by
the-Maryland and District of Columbia regulatory commis-
sions. In accordance with generally accepted accounting
principles, the accounting policies and practices applied
by the regulatory commissions in the determination of rates
are also employed for financial reporting purposes. A de-
scription of the Company's significant accounting policies
follows:

Operating Revenue

Revenue from the sale of electricity is recognized when
billed to customers. In each jurisdiction, the Company'’s rate
schedules include fuel rates. The fuel rate provisions are
designed to provide for separately stated fuel billings which
cover applicable net fuel and interchange costs or changes
in applicable net fuel and interchange amounts incorporated
in base rates. Differences between net fuel and interchange
costs incurred and fuel rate revenues billed in any given
period are accounted for as other current assets or other
current liabilities in those cases where specific provision for
the resolution of such differences within one year has been
made by the appropriate regulatory commission. Other dif-
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ferences between net fuel and interchange costs incurred
and fuel rate revenues billed in a given period are accounted
for as other déeferred charges or other deferred credits pend-
ing the adoption of specific provisions for the resolution of
the differences through subsequent billings.

Property and Plant

The costs of additions to, and replacements or bettér-
ments of, retirement units of property and plant are capi-
talized. Such costs include material, labor, the capitalization
of an Allowance for Funds Used During Construction (AFUDC)
and applicable indirect costs such as the costs of engi-
neering, supervision, payroll taxes and employee benefits.
The original cost of depreciable units of plant retired, to-
gether with the costs of removal, net of salvage, are charged
to accumulated depreciation. Routine repairs and mainte-
nance are charged to operating expenses as incurred.

Historically, the Company has used a single system-wide
composite plant asset depreciation rate for financial re-
porting and rate-making purposes. The single composite
rate was determined each year by reference to separate
component depreciation rates applicable to individual plant
asset accounts. Through May 1980, the composite depre-
ciation rate was based upon an engineering study of electric
plant in service at December 31, 1973. The composite rate
established for 1980 was 3.20%, substantially unchanged
from the 3.21% rate used in 1979.

In May 1980, the Company implemented new retail rates
for electric service in the District of Columbia and Virginia
which reflected the adoption of separate system-wide com-
posite depreciation rates for each functional class of electric
plant based upon an engineering study ef electric plant in
service at December 31, 1978. The functional rates were
equivalent to a composite depreciation rate of approximately
3.40% in 1981 and 1980.

- Although the use of separate functional composite de-
preciation rates has also been approved by the Maryland
Public Service Commission, the Maryland Commission has
continued to require that the depreciation rates in use be
based upon the 1973 depreciation study, pending the com-
pletion of a comprehensive review of the Company's de-
preciation practices. Accordingly, provisions for deprecia-
tion of plant assets allocable to the Maryland jurisdiction
cannot exceed 3.2%. The Company has completed a new
depreciation study, based upon plant balances as of De-
cember 31, 1980. The study provides functional rates which
are equivalent to a composite depreciation rate of 3.8%. In
conjunction with its September 1981 request for new rates
in Maryland, the Company has requested the Commission's
approval to impiement the new study. The Company has
also requested approval of the new study by the Virginia
State Corporation Commission and expects to seek the
adoption of the study for the remainder of its business in
1982.

Allowance for Funds Used During Construction

Prior to 1979, the Company’s investment in Construction
Work in Progress (CWIP) was included in rate base without
capitalization of AFUDC by the Maryland, District of Colum-
bia and Virginia regulatory commissions. Such accounting
had been followed since 1947.

In a June 1979 rate decision, the District of Columbia
Public Service Commission modified its previous practice
by directing that the District of Columbia allocable portions
of the Company's investment in the Dickerson Generating
Station Unit No. 4 project (which project was cancelled in
June 1980—See Note 7) and future investments in CWIP
(excluding expenditures for pollution control devices re-
quired to comply with federal, state and/or local government
regulations) be excluded from rate base. In July 1979, the
Company adopted AFUDC accounting for those portions of
its investment in CWIP which are excluded from rate base
by the District of Columbia Public Service Commission and
for CWIR related to its wholesale business.

In an April 1980 rate decision, the Maryland Public Service
Commission also excluded the Company's investment in
CWIP relating to the Dickerson Generating Station Unit No.
4 (which project was cancelled in June 1980—See Note 7)
from rate base. In a September 1980 decision ona rehearing
of the April order, the Maryland Commission also directed
that the Maryland allocable portions of future additions to
CWIP be excluded from rate base. Pursuant to these de-
cisions the Company adopted AFUDC accounting for the
investments in CWIP which are excluded from rate base by
the Maryland Commission.

The AFUDC capitalization rates used were approximately
76% in 1981, 7.25% in 1980 and 7% in 1979, compounded
semiannually. The rates were determined on a net-of-tax
basis pursuant to a formula prescribed by FERC.

Income Taxes

The Company uses normalization accounting for sub-
stantially all income tax timing differences, except for the
effects of accelerated depreciation of plant assets placed
in service prior to 1975, which are accounted for on a “flow-
through' basis.

Generally, the 10% investment tax credits are normalized
ratably over the “service lives” of the related plant assets
under the deferral method of accounting. Through 1981, the
portion of the investment tax credit available under pre-1975
federal tax law which is allocable to the Company’s District
of Columbia operations (approximately 15% of total invest-
ment tax credits) is accounted for on a “flow-through” basis.
Accordingly, that portion of the credit is recognized as an
immediate reduction of income tax expense in the year in
which the credit was claimed as a reduction of federal in-
come tax. The District of Columbia Public Service Commiis-
sion approved the prospective normalization of such in-
vestment tax credits, in a December 30, 1981 rate order.

The Summary of Significant Accounting Policies is an integral part of the Notes to Financial Statements.
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Statements of Earnings

Potomac Electric Power Company

For the year ended December 31,

1981 1980 1979
(Thousands of Dollars)
Operating Revenue (NOte 1) ... $1,000,510  $856,058  $749,333
Operating Expenses :
Operation (NOtes 2 @nd 3) ......oooiiiioiiiii e 526,484 392,153 356,353
MaINEENANCE ... e 64,329 64,592 55,436
Depreciation and amortization .............c.ccooiiiriceee e 78,070 74,347 68,562
INCOME tAaXES (INOIE 4) ..o 74,511 84,791 58,232
Other taxes (NOtE 5) ....ooviiiiiii e 77,142 69,280 68,137
Total Operating EXPENSES ... ..coooiiiiiiii et 820,536 685,163 606,720
Operating INCOM@ ...t 179,974 170,895 142,613
Other Income
Allowance for other funds used during construction...........c.cccccooiiin, 5,181 3,869 5,031
INCOME tAX CrOAIS ..o e 2,797 1,449 217
ONEE, NEL ..o e 3,368 1,599 1,383
Total Other INCOME ...ooo i e 11,346 6,917 8,585
Income Before Interest Charges...........................coociiii 191,320 177,812 151,198
Interest Charges .
INtErest ON Dt ....vvviii 84,603 75,215 69,055
Allowance for borrowed funds used during construction............c...occceeivein. (2,955) (1,488) (2,213)
Net INterest Charges......ccvvviiiiiii e 81,648 73,727 66,842
NEL INCOMI .. e 109,672 104,085 84,356
Dividends On Preference and Preferred Stock...................ccooooiiin, 16,375 15,311 13,114
Earnings For Common StOCK.........................ccoiiiii $ 93,297 §$88774 § 71,242
Average Common Shares Outstanding (000°S)................c.ccoco i, 43,650 42,243 41,158
Earnings Per Common Share* ..., $2.14 $2.10 $1.73
Cash Dividends Per Common Share................ e, ‘ $1.58 $1.46 $1.355

*No material dilution would occur if all of the convertible preferred stock were converted into common stock.

'Statements of Retained Income

Potomac Electric Power Company

For the year ended December 31,

1981 1980 1979

, (Thousands of Dollars)
Retained Income at Beginning of Year........................ccc $206,284 $179,282 $163,880
N INCOME e 109,672 104,085 84,356
Dividends on preference and preferred StOCK ...........cccciviiiii (16,375) (15,311) (13,114)
Dividends 0N COMMON SIOCK ........coiiiiiiii e (69,086) (61,772) (55,840)
Retained Income atEnd of Year.................................c. s $230,495 $206,284  $179,282
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Balance Sheets

Potomac Electric Power Company

Assets

December 31,

Property and Plant—at original cost (Notes 6 and 12)
Electric plant in SEIVICEe ... e
CoNSrUCION WOMK iN PIOGIESS ...vviiviiiieieiii ettt ettt ee bttt
Electric plant held for fUtUIe USE..........iiiiiiii e
NONULIIEY PrOPEIY ...ttt a et e eree e

Less accumulated depreCiatioN............o.iioreiireirie sttt
Net Property and Plant ... e

Current Assets

Cash, including time deposits of $170 and $961 (Note 13)......c..cccooioiiiiiiiiie
Deposits with MOrtgage trUStEE .. ...
Customer accounts receivable, less allowance for uncollectible accounts of $3,803 and

B, 774 oo e
Other accounts receivable, less allowance for uncollectible accounts of $450 and

BA00 ., e
Prepaid tAXES .ocoviiiieiii ettt
Other Prepaid EXPENSES .....oo.iiiitireet ittt ettt
Material and supplies—at average cost

U e e e e

Deferred Charges
Project cancellation costs (NOte 7) ...

1981 1980
(Thousands of Dollars)
$2,531,968 $2,247,719
189,546 296,297
7,567 8,096
3,455 3,546
2,732,536 2,555,658
644,830 616,675
2,087,706 1,938,983
4,693 5,811
431 118
61,558 67,707
11,838 27,152
29,281 31,973
6,343 2,215
98,759 109,434
62,185 59,962
275,088 304,372
113,952 117,438
42,006 36,062
155,958 153,500
$2,518,752 $2,396.855
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Capitalization and Liabilities

December 31,

1981

1980

Capitalization
Common equity (Note 8)

Common stock, $10 par value—authorized 80,000,000 shares, issued and
outstanding 44,322,476 and 42,876,826 Shares.............ccceicvieeeiiiiceien

Common stock subscribed ..............

Premium on stock and other capital

Capital stock expense......................
Retained income...........cccccooveeennnn,
Total Common Equity....................

. Preference stock (Note 9)..................

Serial preferred stock (Note 10) ..........

contribULIONS ..o

Redeemable preference and serial preferred stock (Note 11)

Preference stock........cccoooovviiii .
Preferred stock ...........c.....ccocooooiiii

Long term debt (Note 12)

First mortgage bonds ......................
4%% debentures........cco.ccoeiiinn
Notes payable...............c.ccceiie.

Total Capitalization.......................

Current Liabilities

Long term debt due within one year ...

Commercial promissory notes (NOte 13) ...

Pollution control notes (Note 13)..........

Accounts payable and accrued payroll ..........cccccoiiiiiiii

Taxes acCrUed........cccoovvveeiieiiiiiniiinn,

Deferred Credits

Nuclear fuel supply credits (Note 7)....
Income taxes (Note 4)..........ccceeneens

Commitments (Note 14)
Total Capitalization and Liabilities

(Thousands of Dollars)

$ 443,225 $ 428,768

2,284 2,972
104,776 100,083

(9,411) (9,242)
230,495 206,284
771,369 728,865
137,756 138,064
30,000 30,000
52,500 52,500
82,500 82,500
901,335 814,521
_ 18,015
28,030 92,263
929365 _ 924,799
1,020,990 1,874,228
19,593 51,084
98,630 50,150

27,000 —

85,903 102,413
22,569 10,217
19,158 21,468
8,780 7,740
9,539 8,288
201172 _ 251,360
63,000 72,128
181,935 149,805
61,655 46,080
— 3,254
306,590 271,267

$2,518,752 $2,396,855
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Statements of Source of Funds Invested

in Property and Plant Construction

Potomac Electric Power Company

¥

For the year ended December 31,

1981 1980 1979
(Thousands of Dollars)
Funds Provided From
Operations
NEEINCOME ..o e $109,672 $104,085 $ 84,356
Noncash income charges (credits)—
Depreciation and amortization..............c..cccocveeeeeeinn, TR 78,070 74,347 68,562
Deferred iNCOME taXES..........oooiviiiiiei e, 32,130 76,514 26,874
Deferred investment tax CreditS........ooovrieeie e 15,575 6,406 12,955
Allowance for other funds used during construction ..............c.........c...... (5,181) (3,869) (5,031)
OBNEI .. (8,924) (7,406) (2,372)
Total Funds from Operations Before Dividends .............c...ccooevieieieenn 221,342 250,077 185,344
Dividends on preference and preferred stock ...........ccccccooviiiiiiiiiiii (16,375) (15,311) (13,114)
Dividends on COMMON StOCK ...........ooiiiiiiiiii e (69,086) (61,772) (55,840)
Net Funds from Operations After Dividends.................c...ccoeeiiiiin. 135,881 172,994 116,390
Other Sources »
Pollution control construction funds received from ESCTOW oot 11,787 286 1,172
Net proceeds from issuance of common stock— .
Dividend Reinvestment and Stock Purchase Plan.......................... 14,899 12,048 10,416
Employee Stock Ownership Plan and Thrift Savings Plan.......................... 3,108 3,021 2,442
Sale of redeemable serial preferred stock ...........cc.oooiviiiiin s e — 17,414 34,673
Issuance of first mortgage bONAS...............ooiiiiii 87,653 — 40,356
Issuance Of 10Ng terM NOES .....ooiiiiiiii e, —_ 62,934 —
Increase in short term debt—
Commercial PromisSsory NOES ..........oooiiiiiiiiiiii e 48,480 14,445 20,355
Pollution control NOteS ... 27,000 — —
Total Funds from Other SOUIrCES ........ooooviiiviiiii e 192,927 110,148 109,414
328,808 283,142 225,804
Funds Applied To
Reduction in long term debt ... 96,020 53,520 28,720
OhEE, NBL....oc e 10,153 15,180 (14,568)
Increase in current assets over current liabilities excluding short term debt
(NOEE 15) .o 6,384 32,331 47,426
112,557 101,031 61,578
Funds Invested in Property and Plant Construction, excluding allowance
for other funds used during CONStrUCtioN.................occooiiie i 216,251 182,111 164,226
Allowance for other funds used during construction ......................cccoeiin, 5,181 3,869 5,031
Funds Invested in Property and Plant Construction............................... $221,432 $185,980  $169,257
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Notes to
Financial Statements

(1) Operating Revenue

The Company’s retail service area includes all of the Dis-
trict of Columbia, major portions of Prince George's and
Montgomery Counties in suburban Maryland and a small
portion of Arlington County, Virginia. The Company also sup-
plies electricity at wholesale under a contract with the South-
ern Maryland Electric Cooperative, Inc.

Operating revenue for each year was comprised of the
following:

1981 1980 1979
Amount % Amount % Amount %
(Thousands of Dollars)

Residential.........cccccoooiiiiiiiii $ 251,673 25.2 $215,409 25.3 $184,603 24.7
CommErcial ........cooovivieiiie e, 486,201 48.8 416,224 48.8 374,616 50.2
U.S. Government..........occcooieiiiioeeeieci 168,101 16.9 143,517 16.9 125,458 16.8
D.C. Government ..........ccccocciiiiiiiin 42,089 4.2 35,072 41 29,176 3.9
Electric Cooperative.................ccoco 48,566 49 41,858 49 32,592 4.4

Sales of electriCity ........cc.occoovvivireieninn, 996,630 100.0 852,080 100.0 746,445 100.0
Other electric revenues..............cccccoeeeenn, 3,880 3,978 2,888

Operating Revenue .............cccceevei, $1,000,510 $856,058 $749,333

Sales of electricity include base rate billings and fuel rate  (2) Operation Expense
billings. Fuel rate revenues were $360,669,000 in 1981, Operation expense for each year was as follows:
$267,869,000 in 1980 and $269,380,000 in 1979. In 1981 1981 1980 1979

and 1980, a portion ($49,627,000 and $28,616,000, re-

spectively) of the billings covering the cost of net fuel and
interchange was included in base rates for certain District
of Columbia customers, as discussed below.

The District of Columbia fuel rate is based upon an av-
erage of historical and projected net fuel and interchange
costs and is adjusted monthly to reflect changes in such
costs. With the exception of the fuel rate applicable to cus-
tomers in the time-of-day rate class, the fuel rate in effect
through 1981 is zero-based. For time-of-day customers, a
fixed portion of the unit cost of net fuel and interchange has
been reclassified and included in base rates since June
1980. In a December 1981 rate decision, the District of
Columbia Commission directed that a similar reclassification
be implemented for all customers.

The Company’s Maryland fuel rate is based on historical
net fuel and interchange costs. The zero-based rate may
not be changed without prior approval by the Maryland Pub-
lic Service Commission.

The Virginia fuel rate is based upon projected annual av-
erage net fuel and interchange costs. The zero-based rate
is subject to review by the Virginia State Corporation Com-
mission on a semiannual basis.

(Thousands of Dollars)

Fuel expense $348,902 $358,616 $360,166

Net interchange 71,997 (59,595) (86,833)
Net fuel and interchange 420,899 299,021 273,333
Other operation expense 105,585 93,132 83,020

Operation Expense $526,484 $392,153 $356,353

Net interchange arises from the exchange of energy and
capacity with other electric utilities.

Other operation expense includes other production ex-
pense, transmission and distribution expenses, customer
accounting and service expenses and administrative and
general expenses.

Rents, including property taxes and insurance, net of rental
income from subleases, aggregated approximately
$13,792,000 in 1981, $12,093,000 in 1980 and $11,903,000
in 1979. See Note 14 for information on lease commitments.

Research and development expenses aggregated ap-
proximately $3,120,000 in 1981, $4,093,000 in 1980 and
$3,181,000 in 1979. Research and development costs which
relate to specific construction projects are capitalized as
part of the costs of those projects. The amounts capitalized
were not significant.
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(3) Pension Plan

Eligible employees of the Company (those employees who
are over age 25 with one year of continuous service) are
participants in the Company's General Retirement Plan (Plan),
a defined benefit plan. The Company’s annual provisions
for accrued pension cost are based upon independent ac-
tuarial valuations. The Company’s policy is to fund accrued
pension costs. Pension cost accruals include the current
cost and an amount required to amortize prior service costs,
generally over 30 years. The provisions for pension costs
were $6,795,000 in 1981, $6,064,000 in 1980 and $4,858,000
in 1979,

Actuarial assumptions are reviewed on a continuing basis
and refinements in the assumptions have had the effect of
reducing the annual provision for accrued pension cost by
approximately $1,100,000 in 1980 and an additional $900,000
in 1981. Such reductions were offset by the effects of Plan
amendments made in 1979 which increased costs by ap-
proximately $1,750,000 in 1980 and an additional $830,000
in 1981. The 1979 Plan amendments included the elimination
of employee contributions, effective September 1, 1979, and
the refund of prior employee contributions in two equal in-
stallments in 1980 and 1981.

A comparison of the actuarial present value of accumu-
fated Plan benefits and Plan net assets is presented as
follows:

January 1,
1981 1980
(Thousands of
Dollars)
Actuarial present value of
accumulated Plan benefits:
Vested ..o $73,160 $68,320
Non-Vested...............cccooevi. 5,010 5,940
Total ..o $78,170 $74,260
Net assets available for benefits...... $88,560 $82,340

The actuarial present value of accumulated Plan benefits
is based on the employees’ history of pay and service and
assumed annual rates of investment return (9% in 1981 and
8% in 1980). Such values do not provide for the effects on
accumulated Plan benefits of future compensation increases
or additional credited service to be earned by participants
in the Plan.

(4) Income Taxes
The reconciliation of income tax expense to amounts com-
puted by applying statutory tax rates to reported pretax

results for the periods and summaries of the components
of income tax expense are set forth below:

1981 1980 1979
(Thousands of Dollars)
Reconciliation of iIncome Tax Expense
Income before iINComMeE taxes ...........cc.cooeiiiiiiii $183,913 $188,565 $141,553
Income tax at federal statutory rate.....................oooocciiii $ 84,581 $ 86,721 $ 65,095
Increases or (decreases) resulting from—
REMOVEAl COSES ...oiiiiiiiiii e (2,834) (2,124) . (1,390)
Allowance for funds used during construction.............cccccoooon, (3,731) (2,454) (3,332)
Investment tax Credit............cooooo i, (6,140) (3,105) (4,212)
DepreCiation ........ocoiiiiii i 1,328 1,152 (46)
State income tax, net of federal tax effect.....................occ 3,907 4,160 2,875
OB e (2,870) 130 (1,792)
(10,340) (2,241) (7,897)
Total iINCOME tax EXPENSE... ..ottt $ 74,241 $ 84,480 $ 57,198
Components of Income Tax Expense
Income taxes currently payable or (refundable).............ccocoocein. $23,738 $  (328) $ 16,610
Deferred income taxes—
Accelerated depreciation, including repair allowance in 1980 and
1979 . TR PR UUT TP TUPRURRIUPON 16,531 29,146 26,730
Deferred fUBl COSIS ..o 5,447 10,817 (5,189)
Project cancellation costs, net of amortization.............cccoeeeieeiinnn, 823 29,106 (2,105)
Sale of nuclear fuet and nuclear fuel contract rights, net of
AMONIZALION ... 2,774 2,776 2,515
BT e s 6,556 4,291 3,140
Deferred investment tax credit ... 15,575 7,198 12,955
Employee Stock Ownership Plan credits ... 2,797 1,474 2,542
Total deferred income taxes.............oocoooovi i 50,503 84,808 40,588
Total iINCOME tax EXPENSE.......u it 74,241 84,480 57,198
Income taxes included in Other INCOME. ...........ccovrvvveeeieiier, (270) (311) {(1,034)
Income taxes included in operating eXpenses..................cc...c...... $ 74,511 $ 84,791 $ 58,232
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During 1981, the federal income tax law was amended
by the Economic Recovery Tax Act (Act) to require the nor-
malization for financial reporting and rate-making purposes
of all depreciation timing differences and investment credits
related to assets placed in service after December 31, 1980.
Under the Act, the Company must achieve compliance with
the normalization requirements prior to January 1, 1983.
Although the Company’s current normalization practices are
in substantial compliance with the Act, limited technical
modifications to such practices are required in each retail
jurisdiction.

The Company’s federal income tax returns for 1974 and
prior years have been examined by the Internal Revenue
Service and the Company's federal income tax liabilities for
all years through 1971 have been finally determined. In Jan-
uary 1978, the Company received a revenue agent’s report
in which certain deficiencies in tax have been proposed for
the years 1972 through 1974. The Company has filed a
protest and vigorously opposes the proposed deficiencies.
The Company’s federal income tax returns for the years 1975
through 1978 are currently under examination. The Com-
pany is of the opinion that the final settlement of its federal
income tax liabilities will not have a material adverse effect
on its financial position. ,

The Company has an Employee Stock Ownership Plan
(Plan) under the provisions of the Internal Revenue Code.
Under the Plan, the Company is entitled to claim a 1v2%
investment tax credit in addition to the investment tax credit
otherwise available.

(5) Other Taxes
Taxes, other than income taxes, charged to operating
expenses for each period were:

1981 1980 1979
(Thousands of Dollars)

Gross receipts .......... $33,677 $28,351 $27,992

Property ..........cc........ 28,731 28,494 29,106

Payroll .c....coocooviie 5,337 4,310 3,764

County fuel-energy ... 4,896 4,767 4,530
Environmental, use

and other.............. 4,501 3,358 2,745

$77,142 $69280 $68,137

(6) Jointly Owned Generating Facilities

The Company owns a 9.72% undivided interest in the
Conemaugh Generating Station located in Johnstown, Penn-
sylvania. The Company and other utilities own the station

as tenants in common and share costs and output in pro-
portion to their ownership shares. Each owner has arranged
its own financing relating to its share of the facility. The
Company’s share of the operating expenses of the station
is included in the Statements of Earnings. The Company’s
investment in the Conemaugh facility of $26,300,000 at De-
cember 31, 1981 and $25,900,000 at December 31, 1980
includes $411,000 and $512,000 of Construction Work in
Progress, respectively.

(7) Deferred Project Cancellation Costs and Deferred
Nuclear Fuel Supply Credits

In June 1977, the Company abandoned construction of
a nuclear generating plant at Douglas Point, Maryland. In
1980 the Company settled and paid all remaining contrac-
tual claims related to the construction project. Unamortized
costs incurred on the project are included in “Deferred Proj-
ect Cancellation Costs.” Following the abandonment, the
Company sold both its contractual rights for the purchase
of uranium and the uranium which had been delivered under
the contract. The unamortized gains from the sales are re-
ported as “Deferred Nuclear Fuel Supply Credits.”

Under accounting approved by the Maryland, District of
Columbia and Virginia regulatory commissions, the Com-
pany is amortizing the deferred costs and credits, net of
applicable income taxes, over ten-year periods.Amortization
began in 1978 and 1979, coincident with implementation of
rates designed to reflect such accounting. At December 31,
1981 and December 31, 1980, the unamortized costs and
credits were:

1981 1980
(Thousands of Dollars)

Project cancellation costs.......... $28,640  $33,468
Nuclear fuel supply credits........ $63,000 $72,128

Deferred Project Cancellation Costs at December 31, 1981
and 1980 also include the Company’s investment of ap-
proximately $85,000,000 in the Dickerson Generating Sta-
tion Unit No. 4. The Company cancelled its plans to construct
the Dickerson unit in June 1980.

The materials and equipment acquired by the Company
for the Dickerson project, representing less than 10% of the
total estimated cost of the completed project, are being
disposed of in the most economical manner. The Company
is seeking regulatory approvals to amortize the net costs
resulting from the Dickerson cancellation over a ten-year
period for rate-making and financial reporting purposes,
consistent with the accounting which has been adopted for
the abandonment of the Douglas Point project and the sale
of nuclear fuel and fuel supply rights.
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(8) Common Stock

Changes in common stock and premium on stock are

summarized below:

Common Stock Premium

Shares Par Value on Stock

(Thousands of Dollars)
Balance, December 31, 1978 ..............c.... e 40,664,698 $406,647 $ 94,150
Conversion of preferred StOCK..........coovviviiiiiiniieeiieeeeeeee e 32,146 - 321 243
Sale of stock through Dividend Reinvestment and Stock Purchase Plan...... 775,456 7,755 1,854
Issuance of stock to Employee Stock Ownership Plan Trust......................... 186,161 1,862 600
Balance, December 31, 1979 .. 41,658,461 416,585 96,847
Conversion of preferred StOCK.........ovviiii 43,249 432 324
Sale of stock through Dividend Reinvestment and Stock Purchase Plan...... 937,383 9,374 2,234
Issuance of stock to Employee Stock Ownership Plan Trust...............c....... 237,733 2,377 678
Balance, December 31, 1980 .. ....ccoviiiiiie it 42,876,826 428,768 100,083
Conversion of preferred stoCK. ... 17,808 178 130
Sale of stock through Dividend Reinvestment and Stock Purchase Plan...... 1,202,616 12,026 3,670
Issuance of stock to Employee Stock Ownership Plan Trust......................... - 188,593 1,886 738
Issuance of stock to Thrift Savings Plan Trust............c.cooeii . 36,633 367 155
Balance, December 31, 19871 ..o, 44,322,476  $443,225  $104,776

The Company has a Shareholder Dividend Reinvestment
and Stock Purchase Plan (DRP). Beginning in 1982, rein-
vestments of dividends by individual shareholders through
the DRP will qualify for the tax deferral provision of the federal
tax law as amended by the Economic Recovery Tax Act of
1981. The DRP allows common shareholders to reinvest their
cash dividends in new issue common stock at a 5% discount
from the market price and to make additional cash invest-
ments in common stock through the DRP at the market price.
The additional cash investments by each DRP participant
are limited to one investment a month of not less than $25,
with such additional investments not to exceed an aggregate
of $3,000 in any calendar quarter. As of December 31, 1981,
4,905,371 shares had been issued through the DRP at prices
ranging from $10.00 to $16.19 and 228,418 shares were
subscribed for issuance in January 1982.

As of December 31, 1981, 159,583 shares of common
stock were reserved for issuance upon the conversion of
Converttible Preferred Stock, 1,004,629 shares for issuance
under the DRP, 610,643 shares for issuance under the Em-
ployee Stock Ownership Plan and 213,367 shares for is-
suance under an Employee Thrift Savings Plan established
in 1981.
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Certain provisions of the Company’s First Mortgage In-
denture (relating to 1983 and 1984 series bonds), the in-
denture relating to the 4% Debentures and the corporate
charter (relating to Preference Stock and Preferred Stock)
would impose restrictions on the payment of dividends under
certain circumstances. No portion of retained income was
so restricted at December 31, 1981.

(9) Preference Stock

The Company has 10,000,000 shares of cumulative, $25
par value preference stock authorized and has issued
1,200,000 shares at December 31, 1981 and 1980. All of
the outstanding shares are redeemable. (See Note 11.)

(10) Serial Preferred Stock

The Company has authorized 8,555,528 shares of cu-
mulative $50 par value Serial Preferred Stock. At December
31, 1981 and 1980, there were outstanding 3,805,117 and
3,811,287 shares, respectively. The various series of Serial
Preferred Stock outstanding (excluding 1,050,000 shares of
Redeemable Serial Preferred Stock—See Note 11) and the
per share redemption price at which each series may be
called by the Company are as foliows:



December 31,
1981 1980

(Thousands of Dollars)

Redemption
Price

$2.44 Series of 1957,

300,000 shares........... $51.00 $ 15,000 $ 15,000
$2.46 Series of 1958,
300,000 shares........... 51.00 15,000 15,000
$2.28 Series of 1965,
400,000 shares........... 51.00 20,000 20,000
$3.82 Series of 1969,
500,000 shares........... 52.00 25,000 25,000
$4.50 Series of 1970,
'600,000 shares........... 52.25 30,000 30,000
$4.04 Series of 1971,
600,000 shares........... 51.83 30,000 30,000
$2.44 Convertible Series
of 1966, 55,117 and
61,287 shares,
respectively ............... 50.00 2,756 3,064
$137,756 . $138,064

The $2.44 Convertible Series of 1966 is convertible into
common stotk of the Company at a price based upon a
formula that is subject to adjustment in certain events. At
December 31, 1981, 2.89 shares of common stock could
be obtained upon the conversion of each share of con-
vertible preferred stock at the then effective conversion price
of $17.28 per share of common stock. The number of shares
of this series converted into common stock in 1981, 1980
and 1979 were 6,170, 15,128 and 11,291, respectively.

(11) Redeemabile Preference and Serial Preferred Stock

There are no redemption or sinking fund requirements for
redeemable preference and redeemable serial preferred
stock in 1982. The aggregate amounts of redemption and
sinking fund requirements for these issues in 1983, 1984,
1985 and 1986 are $3,000,000, $4,137,500, $4,137,500 and
$22,137,500, respectively.

In the event of default with respect to dividends, sinking
fund or other redemption requirements relating to the serial
preferred stock, no dividends may be paid, or any other
distribution made, on preference stock or common stock.
In the event of default with respect to dividends, sinking fund
or other redemption requirements relating to the preference
stock, no dividends may be paid on common stock. Pay-
ments of dividends on all series of serial preferred stock or
preference stock, including series which are redeemable,
must be made concurrently.

® Redeemable Preference Stock ,
At December 31, 1981 and 1980, the Company had out-
standing 1,200,000 shares of its cumulative $25 par value
Preference Stock which have an annual dividend rate of
7%:%. The Preference Stock is redeemable at par through
the operation of a sinking fund. In accordance with the sink-
ing fund agreement, 120,000 shares of the Preference Stock
will be redeemed in each of the years 1983 through 1985
and the remaining 840,000 shares will be redeemed in 1986.

The Preference Stock may be redeemed at the option of
the Company at a price of $26.11 until September 30, 1982.
The redemption price is reduced on that date and on each
September 30 thereafter, equalling par value after Septem-
ber 30, 1985. Any redemptions made under the redemption
option may not be applied against sinking fund obligations.

® Redeemable Serial Preferred Stock
The outstanding series of $50 par value Redeemable Se-
rial Preferred Stock were:

December 31,
1981 1980

(Thousands of Dollars)

$4.23 Series of 1979, 700,000

Shares........cccoevivvviieiee $ 35,000 $ 35,000
$4.375 Series of 1980, 350,000
shares.........cccocevvvevi, 17,500 17,500

$ 52,500 $ 52,500

The shares of the $4.23 (8.46%) Series, issued in July
1979, are subject to mandatory redemption at par through
the operation of a sinking fund. Beginning on September 1,
1984, not less than 22,750 shares nor more than 45,500
shares will be redeemed annually. The option to redeem in
excess of 22,750 shares annually is not cumulative. How-
ever, shares which are acquired or redeemed by the Com-
pany other than through the operation of the sinking fund
may, at the option of the Company, be applied toward the
satisfaction of outstanding sinking fund requirements. The
shares may be called for redemption at any time on or before
September 1, 1984 at a per share redemption price of $54.23.
The redemption price is reduced in succeeding years,
equalling par value after September 1, 1994, However, the
shares of this series are not redeemable prior to September
1, 1984 through certain refunding operations.

The shares of the $4.375 (8.75%) Series, issued in Sep-
tember, 1980, are not redeemable in whole or in part prior
to September 1, 1990, at which time the Company shall
redeem all of the shares at $50 per share plus any accrued
and unpaid dividends.
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(12) Long Term Debt

The aggregate amount of maturities and sinking fund re-
quirements for alf issues of First Mortgage Bonds, Deben-
tures and Notes Payable outstanding at December 31, 1981
is $19,593,000 in 1982, $21,520,000 in 1983, $35,520,000
in 1984, $33,490,000 in 1985, and $2,500,000 in 1986. In
addition, the supplemental indentures covering the bonds
of the 1983 and 1984 series require annual improvement
and sinking fund payments, or the application of property
additions in lieu thereof, in an amount equal to 1% of the
principal amount of the bonds of these series. Such require-
ments have been satisfied to date by the application of
property additions.

o First Mortgage Bonds
The First Mortgage Bonds outstanding were:

Interest December 31,
Rate Maturity 1981 1980
Fixed Rate Series (Thousands of Dollars)
10v4% August 15, 1981 ......... $ — $ 50,000
3% January 1,1983.......... 15,000 15,000
278% May 1,1984 ............... 10,000 10,000
2%% May 1, 1985............... 30,000 30,000
3% March 1, 1987............. 15,000 15,000
3%% June 1,1988............. 10,000 10,000
3%% June 1,1990............... 10,000 10,000
3%% June 1, 1991 ... 10,000 10,000
14%2% June 15, 1991 ............ 50,000 —
4%% December 1, 1993...... 25,000 25,000
5V4% December 1, 1994 ...... 15,000 15,000
5% December 15, 1995.... 40,000 40,000
5%% December 31, 1997.... 25,000 25,000
4%% February 15, 1998 ...... 50,000 50,000
4% May 15, 1999............. 45,000 45,000
5% April 1, 2001 ............. 15,000 15,000
5%%% May 1, 2002.............. 35,000 35,000
6%% February 15, 2003 ...... 40,000 40,000
7%% March 15, 2004........... 45,000 - 45,000
62% July 1,2004 ................ 15,000 15,000
10%4% August 15, 2004 ......... 44,571 46,064
8.85% February 15, 2005 ...... 35,000 35,000
9V2% August 15, 2005 ......... 70,000 70,000
6% July 1, 2007 ................ 38,300 38,300
62% July 1, 2007 ................ 20,000 20,000
7%1% October 1, 2007....... .. 50,000 50,000
6%:% January 1, 2009.......... 7,500 7,500
8%% January 15, 2009 ........ 100,000 100,000
Variable Rate Series
Floating rate
June 1,2010............... 30,000 —
Adjustable rate
December 1, 2001 ...... 10,000 —
Total all series....................... 905,371 866,864
Net unamortized discount............ (3,465) (2,279)

901,906 864,585

(571) (50,064)
$901,335 $814,521

Current portion ............ccccoceeene.
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The outstanding bonds are secured by a lien on sub-
stantially all of the Company's property and plant. Additional
bonds may be issued under the mortgage as amended and
supplemented in comptiance with the provisions of the in-
denture agreement.

In June 1981, the Company sold $50 million of 14%2%
Series First Mortgage Bonds maturing in 1991, at 99.25%
of par value. Proceeds from the issue were used to retire
the $50 million of 10v4% Series First Mortgage Bonds which
matured August 15, 1981.

In June 1981, the Company issued $30 million of First
Mortgage Bonds to Prince George's County, Maryland, to
support the public sale of the County's tax-exempt floating
rate Pollution Control Revenue Bonds. The floating interest
rate on the bonds, to be paid semiannually, is based upon
an average of the weekly U.S. Treasury rates for each interest
period using the higher of 66% of the 13-week United States
Treasury Bill rate or 72% of the 30-year “constant maturity”
Treasury Bond rate. The rate of interest is limited to a max-
imum of 12% and a minimum of 6% and the effective rate
was approximately 9.85% during 1981. Also in June, the
Company issued a $27 million bond anticipation note. The
proceeds from the sale of the Bonds and the note were used
to refund the previously outstanding $50 million bond antic-
ipation notes (issued by the County and the Company in
1980 to finance the construction of poliution control equip-
ment at the Chalk Point Generating Station) and to provide
$7 million of additional interim pollution control financing. in
August 1981, the Company refinanced the $27 million bond
anticipation note with the proceeds from the issuance by
the County of a like amount of tax-exempt municipal com-
mercial paper (See Note 13).

In October 1981, the Company committed to the sale, by
private placement, of $50 million of Adjustable Rate First
Mortgage Bonds maturing in 2001. Closing took place on
December 18, 1981, and the Company received proceeds
of $10 million. Closing on, and the delivery of, the remaining
$40 million is scheduled to take place not later than May
14, 1982. The initial rate of interest on the Bonds is 17.25%,
which rate will be in effect through November 30, 1982.
Thereafter, the interest rate will be adjusted on December
1 of each year, based upon 116% of the ten-year “constant
maturity” United States Treasury Bond rate for the preceding
three-month period ended October 31. The Bonds are non-
refundable for 13 years.

® 4%% Debentures

The balance of the debentures outstanding at December
31, 1981 mature on February 15, 1982 and are included in
Long Term Debt Due Within One Year.
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e Notes Payable
Notes payable consist of the following unsecured prom-
issory notes:

December 31,
1981 1980

(Thousands of Dollars)

8Y4% note, due January 31,

1984 .. $25,000 $25,000
Borrowing under Eurodollar
credit agreement, due May
30,1983, — 25,000
Pollution Control Note—payable
to Prince George’s County,
Maryland, due June 1, 1983,
less $11,787,000 held in
E€SCTOW ..evvviieeiiiiieeee e iriinieeeene —_ 38,213
Instaliment note (payable in
monthly instaliments of
$85,000 plus interest at 2%
above prime) .........cccoccco e 4,050 5,070
, 29,050 93,283
Current Portion.........ccccoocvvenienn, (1,020) (1,020)
$28,030  $92,263

Terms of the 8%4% note require annual principal repay-
ments of $3,000,000 each on January 31, 1980-1983. Such
repayments may be deferred at the option of the Company.
Deferred repayments bear interest at 8'2%. The repayments
due January 31, 1980, 1981 and 1982 have been deferred.

The Eurodollar credit agreement between the Company
and a group of western European banks allows the Company
to borrow up to an aggregate of $40 million through May
30, 1983. The interest rate applicable to each borrowing
under the Agreement is based on the prevailing London
interbank Offered Rate. At December 31, 1981, the Com-
pany had no outstanding borrowings under this agreement.

In 1981 the Company established Potomac Electric Fi-
nance N.V., a wholly owned subsidiary incorporated under
the laws of the Netherlands Antilles, in order to provide
access to the Eurobond market should funds be available
in such market on more favorable terms than in the domestic
bond market.

(13) Short Term Debt

The Company's short term financing requirements have
been satisfied through the sale of commercial promissory
notes, bank borrowings and the sale of tax-exempt municipal
commercial paper.

o Commercial Promissory Notes

Information concerning short term-borrowings (principally
commercial promissory notes) is set forth below (calcula-
tions of average amounts have been weighted by the amounts
of notes outstanding):

1981 1980 1979

(Thousands of Dollars)
Outstanding at end of period
Aggregate face
amount ..................
Weighted average
effective interest

$ 98,630 $ 50,150 § 35,705

12.50% 13.34%

Outstanding during the period
Maximum aggre-
gate face amount..
Average aggre-
gate face amount..
Weighted average
effective interest

19.03%

$120,725 $ 91976 $ 61,314

$ 64,688 $ 53,339 $ 34,122

16.19% 12.79% _10.76%

The Company has $112,000,000 in revolving credit agree-
ments with a group of ten domestic banks and $36,000,000
of conventional unsecured bank line of credit agreements.
As of December 31, 1981, the Company had no outstanding
borrowings under either of these agreements. The Company
maintains these borrowing arrangements to provide backup
support for its outstanding commercial promissory notes and
to permit short term borrowing flexibility. The revolving credit
agreements and the arrangements for conventional unse-
cured lines of credit require the Company to make payments
of commitment fees and/or maintain compensating bal-
ances. In general, compensating balances are maintained
at a percentage of the unused amount of credit plus, in
some instances, a percentage of any outstanding borrow-
ings. The total amount of compensating balances main-
tained at December 31, 1981 was $2,045,000. Borrowings
under the lines are at, or slightly above, the banks’ prime
lending rates depending upon the agreed levels of com-
pensating balances or fees.

e Pollution Control Notes

in August 1981, Prince George's County, Maryland and
the Company implemented a program to sell $27 million of
tax-exempt municipal commercial paper. The proceeds from
the sale were loaned to the Company and used to refinance
a $27 million bond anticipation note issued in June 1981.
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Principal and interest payments on the tax-exempt municipal
commercial paper are guaranteed by the Company and the
principal payments are backed by a tax-exempt revolving
loan agreement with a group of banks. The average effective
interest rates on the tax-exempt commercial paper (includ-
ing the bond anticipation note) during 1981 and at Decem-
ber 31, 1981 were 8.16% and 7.09%, respectively.

(14) Commitments

The Company leases its general office building and cer-
tain data processing equipment, railroad rolling stock, motor
vehicles and construction equipment under long term lease
agreements. The lease of the general office building expires
in 2002 and leases of equipment extend for periods of up
to 15 years. Charges under such leases are accounted for
as.operating expenses or construction expenditures, as ap-
propriate. Although certain of the leases are considered
financing leases, the Company has treated all of the leases
as operating leases for rate-making and financial reporting
purposes. If the financing leases were capitalized, the Com-
pany would seek regulatory approval to employ such ac-
counting in its determinations of the costs of service for rate-
making purposes. Assuming the financing leases had been

capitalized at the inception of the leases, the present values
of the lease commitments would-be approximately
$35,000,000 and $34,000,000 at December 31, 1981 and
1980, respectively. If the financing leases had been capi-
talized, the related properties had been depreciated on a
straight line basis and interest costs had been accrued on
the outstanding lease liabilities, immaterial amounts of ad-
ditional costs and expenses would have been reported for
1981, 1980 and 1979.

The approximate annual commitments under all leases,
reduced by rentals to be received under subleasing ar-
rangements, are $10,100,000 in 1982, $8,800,000 in 1983,
$7,400,000 in 1984, $6,700,000 in 1985, $4,800,000in 1986
and a total of $37,700,000 in the years thereafter.

Commitments for the purchase of materials and services
associated with the Company’s construction program ag-
gregated approximately $213,000,000 at December 31, 1981.
In addition, the Company has made various operating and
construction commitments in connection with continuing en-
vironmental compliance programs, including agreements to
construct certain pollution control facilities at estimated costs
aggregating $29,000,000.

(15) Changes in Current Assets and Current Liabilities

An analysis of the changes in current assets and current
liabilities excluding short term debt, as reported on the State-
ments of Source of Funds invested in Property and Plant
Construction, is as follows:

1981 1980 1979
(Thousands of Dollars)
Current Assets—Iincrease (decrease)—
Cash and short term investments ..................ooceei $ (805) $ (2,350) $ 841
Customer accounts receivable .....................c.c.ooool (6,149) 19,226 7,510
Other accounts receivable ... (15,314) (2,5786) 16,798
Materials and supplies ..ot (8,452) 32,172 30,575
Other current @ssets.........ccoooieeviiiiii e, 1,436 5,708 2,999
Current Liabilities—(Increase) decrease—
Long term debt due withinone year................................. 31,491 (23,864) 7,563
Accounts payable and accrued payroll......................... 16,510 (13,296) (10,112)
TaxXES @CCIUBA........c..ooiviiiiieeiiieete e (12,352) (332) (6,757)
Interest aCCrued ........oooovii i 2,310 (1,020) (1,692)
Project cancellation CoStS .........cooovvivviiiiiiie — 21,425 —
Other current liabilities ... (2,291) (2,762) (299)
increase in current assets over current liabilities
excluding short term debt .................. e $ 6,384 $ 32,331 $ 47,426
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(16) Quarterly Financial Summary (Unaudited)

1st 2nd 3rd 4th
Quarter Quarter Quarter Quarter Total

1981

Operating Revenue ...........................cooeee e,
Operating EXpenses.........................coccoeveeeiil,
Operating Income..........................c
NetIncome.....................coociiiiiii,
Earnings for Common Stock .............................
Earnings per Common Share ............................
Dividends per Share ..............................o.ccoL

1980

Operating Revenue.............ccccceecoiioiiciie
Operating EXpenses ..........ccccooeiviiieiceiie
Operating Income ............c.cccoooiiiii i,
NEet INCOME....oviiiiiiic e
Earnings for Common Stock...........cocoooviiveie,
Earnings per Common Share ................coocceviioin.
Dividends per Share .........c.cccoooiieiiic,

1979

Operating Revenue...........cccoccoeiviiiiiie e,
Operating EXPenses ..........ccccoovveeviiiiiiiiieei e
Operating INCome ..ot
Net INCOME ...
Earnings for Common Stock............cccoviinii
Earnings per Common Share ...........c.cccocorviiin,

Dividends per Share ..............ooccceviiiveiiiei

(Thousands of Dollars except Share Data)

$221,667 $218,744  $334,837  $225,262 $1,000,510
184,349 181,943 266,356 187,888 820,536

37,318 36,801 68,481 37,374 179,974
18,645 18,059 49,734 23,234 109,672
14,550 13,965 45,641 19,141 93,297
34 32 1.04 43 214
.38 40 40 40 1.58

$171,613  $175199  $300,782  $208,464  $856,058
138,316 141,374 235,017 170,456 685,163

33,297 33,825 65,765 38,008 170,895
17,155 17,707 48,596 20,627 104,085
13,435 13,991 44,817 16,531 88,774
32 33 1.06 39 2.10
35 .35 .38 .38 1.46

$173,698 $166,377  $230,736  $178,522 $749,333
144,422 135,398 180,977 145,923 606,720

29,276 30,979 49,759 32,599 142,613
12,5627 13,809 38,409 19,611 84,356
9,540 10,823 34,990 15,889 71,242
23 .26 85 .38 1.73
335 335 335 .35 1.355

The Company's sales of electric energy are seasonal and, accordingly, comparisons by quarter within a year are not meaningful.
The total of the four quarterly earnings per share may not equal the earnings per share for the year due to changes in the number of common shares

outstanding during the year.
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(17) Supplemental Data on Changing Prices (Unaudited)

® General

The following supplemental information is presented to
comply with the requirements of Financial Accounting Stan-
dards Board (FASB) Statement No. 33 entitled Financial
Reporting and Changing Prices. The data shown must be
viewed as an indication of the approximate effect of chang-
ing prices on the Company'’s results of operations rather
than as a precise measure of the effects of such changes.
The data are not intended to replace conventional historical
cost-based reporting on the Company'’s financial position,
changes in financial position and results of operations. The
restated amounts of depreciation are thus not a current ex-
pense of doing business. Moreover, the replacement of the
Company's existing plant assets would result in changes in
other elements of the Company's cost of service, such as
fuel and other operation-and maintenance costs, which are
not reflected in the following data. The Company cautions
the readers of this supplemental information that the data
are inherently imprecise in nature. The actual replacement
of existing property and plant will take place over many years
and replacement property will not necessarily have the same
or similar characteristics as the property now in service.

For a regulated utility, it is not possibie to predict (1) the
additional revenues that might be realized from the recovery
of increased depreciation charges and added requirements

to achieve a fair return on investment on the assumption that
the Company's entire productive capacity were replaced,
(2) any possible savings resulting from reductions.in certain
operating expenses or (3) other changes resulting from the
replacement of existing plant.

The excess of the cost of plant stated in terms of constant
dollars or current cost over the historical original cost of
plant is not presently reflected in rates as depreciation. How-
ever, the regulatory commissions are required by law to
provide the Company a reasonable opportunity to earn a
fair rate of return on the new plant investments which are
required to replace existing plant facilities at the time re-
placement of facilities actually occurs. The excess of the
constant dollar or current cost amounts over historical cost
for the current year is shown as a “reduction to net recover-
able cost.”

To properly reflect the economics of rate regulation, the
“reduction to net recoverable cost” and the additional pro-
vision for depreciation in the Statement of Income from Con-
tinuing Operations should be offset by the gain from the
decline in purchasing power of net monetary amounts owed.
During a period of inflation, holders of monetary assets suffer
aloss of general purchasing power while issuers of monetary
liabilities experience a gain. The gain from the decline in
purchasing power of net amounts owed is primarily attrib-
utable to debt securities and preference and preferred shares
which have been used to finance a portion of the Company's

Statement of Income from Continuing Operations

Conventional

Adjusted for Changing Prices Historical
For the Year Ended December 31, 1981 Cost Constant Current
(As Reported Dollar Basis Cost Basis
in the (Average (Average
Financial 1981 1981
Statements) Dollars) Dollars)
(Thousands of Dollars)
Operating RevenuUEe ............ccocooioiiiic e $1,001,000 $1,001,000 $1,001,000
Operating Expense:
OPeration .. ... 526,000 526,000 526,000
MaiNteNaNCE. ..., 64,000 64,000 64,000
Depreciation and amortization.......................cccococii 78,000 174,000 175,000
Federal iInCOMe tax ... 67,000 67,000 67,000
Other taXES. ..o 85,000 85,000 85,000
Other income, Net ..o (11,000) (11,000) (11,000)
Interest charges ... 82,000 82,000 82,000
891,000 987,000 988,000
Income from continuing operations
{(excluding reduction to net recoverable cost)........................ $ 110,000 $ 14,000* $ 13,000
Increase in specific prices (current cost) of Property and
Plant held during the year*™ ..., $ 340,000
Reduction to net recoverable cost...................cccoo, $ (80,000) (114,000)
Effect of increase in general price level ..................c...ooee, {305,000)
Excess of increase in general price level over increase in
specific prices after reduction to net recoverable cost.......... (79,000)
Gain from decline in purchasing power of net amounts owed .. 110,000 110,000
NEE GAIN .o e $ 30,000 $ 31,000

*Including the reduction to net recoverable cost, the losses from continuing operations on a constant dollar basis would

have been $66 million for 1981 and $121 million for 1980.

**At December 31, 1981, current cost of Property and Plant, Net of Accumulated Depreciation, was $4.5 billion, while
historical cost or net cost recoverable through depreciation was $2.1 billion.
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investment in Property and Plant. Preference and preferred
shares are considered monetary items since all such shares
are subject to redemption at fixed prices. Since the depre-
ciation charges on plant have been limited to historical costs
for rate-making purposes, the Company does not have the
opportunity to realize a holding gain on such debt and cur-
rent rates reflect onty the embedded or average cost of debt
capital.

The current year's provisions for depreciation on the con-
stant dollar and current cost amounts of Property and Plant
were determined by applying the Company's composite de-
preciation rates to the indexed depreciable plantinvestment.

Fuel inventories and the cost of fuel used in generation
have not been restated. The regulatory commissions permit
the Company to include its actual cost of fuel in rates cur-
rently. Thus, fuel inventories are effectively monetary assets
and have been treated as such.

As prescribed in FASB Statement No. 33, income taxes
were not adjusted.

e Constant Dollar Data

As required by FASB Statement No. 33, constant dollar
amounts represent historical costs stated in terms of doliars
of equivalent purchasing power, as measured by the Con-
sumer Price Index for All Urban Consumers (CPI-U). Con-
stant dollar amounts are not indicative of the costs of re-
placing specific assets. Rather such amounts are the result

of the mechanical application of generalized price level in-
dices. For purposes of the constant dollar reporting, Property
and Plant (comprised of Electric Plant in Service, Construc-
tion Work in Progress and Electric Plant Held for Future Use)
were adjusted by applying the CPI-U to the historical costs
of plant by vintage year in order to restate the balances to
average 1981 dollars.

e Current Cost Data

Current cost amounts reflect the changes in specific prices
of ptant from the date the plant was acquired to the present.
Such amounts differ from constant doflar determinations to
the extent that specific prices have increased more or less
rapidly than the rate of increase in the Consumer Price Index.
The current cost of property and plant, determined by in-
dexing surviving plant using the Handy-Whitman Index of
Public Utility Construction Costs, represents an estimate of
the cost of replacing existing plant assets.

Five-Year Comparison of Selected Supplementary Financial Data

Adjusted for Effects of Changing Prices

1981 1980 1979 1978 1977
{Thousands of Dollars except Share Data)
(Average 1981 Doilars)

Historical Information Adjusted

for General inflation
Operating reveNUE...........o..oooeeiieie e $1,001,000 $945,000  $938,000  $997,000  $998,000
Income from continuing operations

{excluding reduction to net recoverable cost)......... $ 14,000 $ 32,000 $ 29,000
Income (loss) per common share (after dividend

requirements on preferred and preference stock

and excluding reduction to net recoverable cost)... $ (05) $ 36 $ .29
Net assets at year-end at net recoverable cost.......... $ 745,000 $769,000 $813,000
Current Cost Information
Income from continuing operations

(excluding reduction to net recoverable cost)......... $ 13,000 $ 25,000 $ 13,000
Income (loss) per common share (after dividend

requirements on preferred and preference stock

and excluding reduction to net recoverable cost)... $ (07) §% 22 % (06)
Excess of increase in general price level over

increase in specific prices after reduction to net

recoverable COSt ........ccvov v $ 79000 $159,000 $178,000
Net assets at year-end at net recoverable cost.......... $ 745,000 $769,000 $813,000
Gain from decline in purchasing power of net

AMOUNTS OWEA. ...t $ 110,000 $157,000 $187,000
Cash dividends declared per common share............. $ 157 $ 159 $ 168 $ 185 §& 1.9
Market price per common share at year-end.............. $ 1401 $ 1307 $ 1362 $ 1829 § 23.06
Average Consumer Price Index (1967 = 100) ........... 272.4 246.8 217.4 195.4 181.5
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Management’s Discussion
and Analysis of Financial
Condition and Results of
Operations

General

As an investor-owned electric utility, PEPCO is capital in-
tensive, with an investment in property and plant of approx-
imately $3 for each $1 of annual operating revenue. The
costs of owning the investment in property and plant (de-
preciation, taxes and return on investment) accounted for
42% of the Company's operating revenues in 1981. Net fuel
and interchange costs were 42% of operating revenues, with
labor, materials and other costs accounting for the remaining
16%.

Liquidity

Internally generated funds from operations, after divi-
dends, were $425.3 million for the period 1979-1981, or
approximately 50% of total capital requirements for con-
struction, debt maturities, sinking fund obligations and other
requirements, including working capital. A total of $302.2
million was obtained from sales of common stock through
the Company's Shareholder Dividend Reinvestment Plan,
Employee Stock Ownership Plan and Thrift Savings Plan,
sales of First Mortgage Bonds and Pollution Control Bonds,
intermediate term borrowings and sales of Redeemable
Preference and Preferred Stock. The Company is scheduled
to receive the proceeds from an additional $40,000,000 of
its Adjustable Rate First Mortgage Bonds in 1982. Interim
financing was provided by the issuance of short term notes.

The coverage of fixed charges, before income taxes, and
coverage of dividends on preference and preferred stock,
after income taxes, for the period 1979-1981 were as follows:

Coverage of Fixed
Charges and Dividends

Coverage of on Preference and

Year Fixed Charges Preferred Stock
1979 2.93 1.84
1980 3.37 1.96
1981 3.02 1.89

Short term interim financing requirements are met prin-
cipally through sales of commercial promissory notes. At
December 31, 1981, outstanding commercial promissory
notes totalled $98.6 million. Additionally, at December 31,
1981, the Company had $27 million outstanding under a
programimplemented by the Company and Prince George’s
County, Maryland during 1981 to sell tax-exempt municipal
commercial paper. The proceeds from these sales have
been used to refinance a $27 million bond anticipation note
issued in June 1981. The Company has $112 million in do-
mestic revolving credit agreements with banks and $36 mil-
lion of conventional unsecured domestic bank lines of credit.
At December 31, 1981, the Company could have had out-
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standing commercial promissory notes of up to $240 million,
pursuant to a formula which has been adopted by the Se-
curities and Exchange Commission. However, approval of
the Virginia State Corporation Commission is required for
total short term borrowings to exceed $200 million.

The Company also has a $40 million intermediate term
Eurodollar credit agreement with a group of western Euro-
pean banks which expires in May 1983. At December 31,
1981, the Company had no outstanding borrowings under
the agreement. During 1981 the Company established a
wholly owned financing subsidiary in the Netherlands An-
tilles to permit access to the Eurobond market in order to
expand financing flexibility.

Capital Resources

The Company's investment in property and plant, at orig-
inal cost before accumulated depreciation, increased from
$2.322 billion at December 31, 1978 to $2.733 billion at
December 31, 1981. Funds invested in property and plant
construction, excluding AFUDC, were $555.9 million for the
period 1979-1981. Such amount included $95 million of ex-
penditures on poliution control projects required to comply
with federal, state and local government environmental reg-
ulations. Capital requirements during the period also in-
cluded $178:3 million of debt maturities and sinking fund
requirements. Total capital requirements for construction,
debt maturities, sinking funds and other requirements, in-
cluding working capital, were $851.9 million for the three
year period.

The Company's December 31, 1981 capital structure, ex-
cluding short term debt and long term debt due within one
year, consisted of 48.4% long term debt, 7.2% preferred
stock, 4.3% redeemable preference and preferred stock and
40.1% common equity. The Company’s objective is to con-
duct its external financing program to maintain a common
stock equity component in the 40% range.

The Company estimates that its kilowatt hour sales and
peak load will grow at a compound annual rate of 1% to 2%
during the period 1982-1991. The Company’s present gen-
erating capability of 5,037 MW provided a reserve of ap-
proximately 21% against the peak load of 4,152 MW ex-
perienced during the summer of 1981.

Construction expenditures are projected at $530 million
for the period 1982-1984. The Company also estimates a
total of $211 million to meet requirements during the three-
year period for bond and note retirements including long .
term debt due within one year, outstanding short term debt
at December 31, 1981 and sinking funds. Additional amounts
will be required for working capital and other needs. Ap-
proximately $437 million is expected to be available from
depreciation and amortization charges and income tax de-
ferrals. The remainder of the Company's capital require-



ments will be met from external sources and from retained
income.

Results of Operations

e Operating Revenue

Operating revenue increased from $749.3 million in 1979
to $1 billion in 1981, reflecting kilowatt hour sales increases
0f5.6% in 1980 and 1.3% in 1981. The 1980 increase reflects
the extraordinarily severe summer weather. Average reve-
nue per kilowatt hour (the total of base rates and fuel charges)
increased from 4.71¢ per KWH in 1979 to 5.89¢ per KWH
in 1981, an average annual increase of 11.9%.

Base rate increases granted during the 1979-1981 period
totalled $123.7 million, as shown below:

District
of
Colum- Whole-
Total Maryland bia  Virginia sale
(Millions of Dollars)
1979 $ 291  $141 $59 § — $ 91
1980 57.3 159 355 1.3 4.6
1981 37.3 114 23.3 7 1.9
$123.7 %414 $64.7 $2.0 %156

The Company has a three year contract expiring on De-
cember 31, 1982 with its wholesale customer, Southern
Maryland Electric Cooperative, Inc. The contract provides
for a rate increase of $1.0 million, effective January 1, 1982,

The Company has a $95.5 million rate application pending
in Maryland on which a decision is expected in April 1982.
A $3.2 million rate application is pending in Virginia. Under
the Virginia statutory provisions, a decision on the appli-
cation is expected in May 1982.

Net fuel and interchange costs are billed to customers
under separately stated fuel rates.

® Operating Expenses
Net fuel and interchange costs were as follows for the
period 1979-1981:

1981 1980 1979
(Millions of Dollars)
Fuel expense ............ $348.9 $358.6 $360.1
Net interchange ....... 72.0 _(59.6) (86.8)
Net fuel and
interchange costs... - $420.9 $299.0 $273.3

Power generation was as follows (billions of KWH):

1981 1980 1979

Total generation........ 15.6 18.1 18.5
Generation for

system sales ......... 16.8 16.6 15.7

The Company's increasing usage of coal was a significant
contributor to the relative stability in the average revenue
per kilowatt hour during the 1979-1981 period. As shown
below, by burning more coal and less oil in a period of a
rapid rise in unit oil costs, increases in the system average
fuel cost have been relatively limited.

Percent of Unit Cost of

Fuei Burned Fuel Burned
System
Oil Coal Oil Coal Average

‘ (Per MBTU)
1979 242% 75.8% $2.81 $1.52 $1.86
1980 15.3 84.7 4.06 1.61 2.02
1981 11.8 88.2 4.65 1.88 2.26

Other operating expenses, excluding the net costs of fuel
and interchange, were as follows:

1981 1980
(Thousands of Dollars)

1979

Other operation and
maintenance..........
Depreciation and

$169,914 $157,724 $138,456

amortization........... 78,070 74,347 68,562
Income taxes ............ 74,511 84,791 58,232
Other taxes ............... 77,142 69,280 68,137

$399,637 $386,142 $333,387

The increases in other operation and maintenance ex-
penses reflect increases in the prices of materials, supplies
and services and increases in the costs of wages and ben-
efits. Operation and maintenance expenses have been re-
duced by the amortization of the gains from the sales of
nuclear fuel and fuel contract rights.

The changes in depreciation and amortization expenses
reflect the adoption in 1980 of new depreciation rates for
the Company’s District of Columbia, Virginia and wholesale
business and increases in depreciable plant investment.
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Depreciation and amortization expenses include amortiza-
tion of the costs of the abandoned Douglas Point Nuclear
Generating Station project. The Company is seeking regu-
latory approval to amortize the costs of the Dickerson Gen-
erating Station Unit No. 4 construction project.

Income taxes reflect the use of normalization accounting
for substantially ail income tax timing differences, including
in 1980 the abandonment loss incurred as a result of the
cancellation of the Dickerson project. Approximately 85%
of the Company's investment tax credits were normalized
under the deferral method in the 1979-1981 period.

e Other Income, Interest Charges and Allowance for
Funds Used During Construction

Other income was $11.3 million in 1981, $6.9 million in
1980 and $8.6 mililion in 1979.

Interest charges were $81.6 million in 1981, $73.7 million
in 1980 and $66.8 million in 1979. As a result of using lower
cost pollution control financing to raise a substantial portion
of the new debt requirements, the Company’'s embedded
cost of long term debt has been relatively stable: 6.98% in
1979, 7.18%in 1980 and 7.41% in 1981. Annualized interest
costs for year-end long term debt increased from approxi-
mately $65 million at December 31, 1979 to approximately
$70 million at December 31, 1981.

Other income and interest charges reftect the 1979 adop-
tion of AFUDC accounting for a portion of the Construction
Work in Progress (CWIP) investment which is allocable to
the Company’s District of Columbia business and the CWIP
relating to its wholesale business and the 1980 adoption of
AFUDC accounting for a portion of the Company’s Maryland
CWIP investment. The Company estimates that the annual
amounts of capitalized AFUDC will average $6 million during
the period 1982-1984.
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e Dividends on Preference and Preferred Stock

Dividends on preference and preferred stock were $16.4
million in 1981, $15.3 million in 1980 and $13.1 million in
1979. Such amounts reflect dividend requirements on the
7%:% preference stock sold in 1978, the 8.46% preferred
stock sold in 1979 and the 8.75% preferred stock sold in
1980. The embedded cost of preference and preferred stock
increased from 7.15% at December 31, 1978 to 7.52% at
December 31, 1981.

® Earnings

Net income, earnings for common stock and earnings per
common share for the years 1981, 1980 and 1979 were as
follows: '

1981 1980 1979

(Thousands of Dollars except
Share Data)
$109,672 $104,085

Net income ............... $84,356
Earnings for
common stock.......
Average common
shares
outstanding
(000'S) ..o,
Earnings per
common share ......

$ 93,297 §$ 88,774 $71,242

43,650 42,243 41,158

$2.14 $2.10 $1.73

Supplemental data which sets forth the approximate effect
of changing prices on the Company's results of operations
for 1980 and 1981 is presented in Note 17 of the Notes to
Financial Statements.
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POTOMAC ELECTRIC POWER COMPANY e 1900 PENNSYLVANIA AVENUE, N.W., WASHINGTON, D.C. 20068

WATER AND LAND USE DEPARTMENT (202) 872-2000

August 5, 1982

Ms. Shirley Bulkin (3AW32)

U.S. EPA Region III, Curtis Building
6th and Walnut Streets

Philadelphia, Pennsylvania 19106

Dear Ms. Bulkin:

In accordance with the EPA regulations 40 CFR 264 Subpart H and the
specific requests dated June 1, 1982 for the Benning Road and Buzzard
Point Generating Stations with EPA RCRA ijdentification numbers
DCD000819516 and DCDO00819508, respectively, PEPCO submits the Chief
Financial Officer's letter (attached) to demonstrate both 1jability
coverage and assurance of closure care. The Chief Financial Officer's
letter and PEPCO's financial statements at page 16 of the attached
annual report have been certified in the attached Price Waterhouse
letter dated July 12, 1982.

There have been significant changes to the RCRA Subtitle C regulations
in 40 CFR 261-264, since the interim status notification made in
November, 1980 for these facilities which now renders most of their
activities non-hazardous. Further, it should be recognized that neither
facility contains any disposal activity; therefore, the closure and
post-closure responsibilities are viewed by PEPCO as limited to those
costs related to the decontamination of the storage buildings at Benning
Road and Buzzard Point Stations.

At Benning Road Station, DCD000819516, the closure cost is estimated to
have a present value of $53,000 for the removal and disposal of PCB con-
taminated materials (assuming that PCBs will be covered by RCRA in the
future) when the storage building is finally closed (estimated to be
closed in approximately 35 years). The clean up of soils and areas
surrounding the temporary storage location at Buzzard Point is esti-
mated at $10,000.

As was discussed per telephone conversation with Mr. William Schremp on
July 6, 1982, PEPCO's submission was unavoidably delayed by the imple-
mentation of our strike contingency plan during a recent labor dispute.
Thank you for your cooperation in this effort.

Sincerel

70

L. Stephen Guiland
Manager

LSG: jmm



rice 1801 K STREET, NW.

WASHINGTON, DC 20006

aterhouse 202 296-0800

July 12, 1987

To the Board of Directors of
Potomac Electric Power Company

We have examined the financial statements of Potomac Electric
Power Company (the ''Company') for the years ended December 31, 1981
and 1980, and have issued our unqualified opinion thereon dated
January 18, 1982. Our examinations were made in accordance with
generally accepted auditing standards and accordingly included
such other auditing procedures as we considered necessary in the

circumstances.

We obtained an analysis prepared by the Company which derived
"tangible net worth'" at December 31, 1981, as specified in Subpart
H of 40 CFR Part 264.141, from the 1981 audited financial state-
ments. We ascertained that the Company's analysis was mathe-
matically correct, compared the computed amount of tangible
net worth of $1,142,257,000 on the Company's analysis with the
amount appearing under Item 7 on page 3 of the Company's July 12,
1982 letter to the Environmental Protection Agency and found them

to be in agreement.

As further required by Subpart H of 40 CFR Parts 264 and 265,
we have determined that as of December 31, 1981, at least 90% of
the Company's total assets were located in the United States.



In connection with the above procedures, nothing came to our
attention that caused us to believe that the tangible net worth
should be adjusted or that the percentage of the Company's assets
located in the United States is less than 907 of total assets.

DEAr



PoromMac ELEcTRIC POWER COMPANY
1900 PENNSYLVANIA AVE., N. W.

WASHINGTON, D. C. 20068

H., LOWELL DAVIS
EXECUTIVE VICE PRESIDENT

Mr. Peter Bibko (3RA00)

Regional Administrator

EPA, Region III

6th and Walnut Streets
Philadelphia, Pennsylvania 19106

Dear Mr. Bibko:

I am the chief financial officer of Potomac Electric Power Company
(PEPCO), 1900 Pennsylvania Avenue, N.W., Washington, D.C. 20068.
This letter is in support of the use of the financial test to
demonstrate financial responsibility for liability coverage and
closure care as specified in Subpart H of 40 CFR Parts 264 and 265.

The owner or operator identified above is the owner or operator of the
following facilities for which liability coverage is being
demonstrated through the financial test specified in Subpart H of 40
CFR Parts 264 and 265:

1. The owner or operator identified above owns or operates the
following facilities for which financial assurance for closure or
post—-closure care is demonstrated through the financial test specified
in Subpart H of 40 CFR Parts 264 and 265. The current closure and/or
post-closure cost estimates covered by the test are shown for each
facility:

EPA RCRA #DCD000819516

Benning Road Generating Station
3300 Benning Road, N.E,
Washington, D.C. 20019

$53,000 ~ Closure Cost

EPA RCRA #DCD000819508
Buzzard Point Generating Station
lst and V Streets, S.W.
Washington, D.C, 20024
$10,000 - Closure Cost

/



Potromac ELECcTRIC POWER COMPANY

2. The owner or operator identified above guarantees, through the
corporate guarantee specified in Subpart H of 40 CFR Parts 264 and
265, closure and post—closure care of the following facilities owned
or operated by its subsidiaries. The current cost estimates for the
closure or post-closure care so guaranteed are shown for each
facility:

None

3. In States where EPA is not administering the financial
requirements of Subpart H of 40 CFR Parts 264 and 265, this owner or
operator is demonstrating financial assurance for the closure or
post—closure care of the following facilities through the use of a
test equivalent or substantially equivalent to the financial test
specified in Subpart H of 40 CFR Parts 264 and 265. The current
closure and/or post-closure cost estimates covered by such a test are
shown for each facility:

None

4, The owner or operator identified above owns or operates the
following hazardous waste management facilities for which financial
assurance for closure or, if a disposal facility, post—closure care,
is not demonstrated either to EPA or a State through the financial
test or any other financial assurance mechanism specified in Subpart H
of 40 CFR Parts 264 and 265 or equivalent or substantially equivalent
State mechanisns. The current closure and/or post—closure cost
estimates not covered by such financial assurance are shown for each
facility:

None

This owner or operator is required to file a Form 10K with the
Securities and Exchange Commission (SEC) for the latest fiscal year.

The fiscal year of this owner or operator ends on December 31. The
figures for the following items marked with an asterisk are derived
from this owner's or operator's independently audited, year-—end
financial statements for the latest completed fiscal year, ended
December 31, 1981,



PoroMac ELeEcTRIC POWER COMPANY

ALTERNATIVE II

1. Sum of current closure and post-closure cost
estimates (total of all cost estimates listed

above) .»«563,000

2., Amount of annual aggregate liability cover-—

age to be demonstrated ee.5%2,000,000
3. Sum of lines 1 and 2 «e4582,063,000

4, Current bond rating of most recent issuance
and name of rating service (Information in lines
4,5, and 6 pertain to a first mortgage bond,

PEPCO's most recently issued rated bond.) ...Aa, Moody's
5. Date of issuance of bond «eoJune 18, 1981
6. Date of maturity of bond «eoJune 15, 1991
*7, Tangible net worth eee$1,142,257,000

8. Total assets in the U.S. (required only if
less than 907% of assets are located in the

U.S.) ees N/A

Yes No
9, Is line 7 at least $10 million? X
10, Is line 7 at least 6 times line 37 X

*11., Are at least 90%Z of assets located
in the U.,S.? If not, complete line 12 X

12, Is line 8 at least 6 times line 37 NA

I hereby certify that the wording of this letter is identical to the
wording specified in 40 CFR 264,151(g) as such regulations were
constituted on the date shown immediately below,

Very, truly yours,

. Lowell Davis

July 12, 1982
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UNITED STATES ENVIRONMENTAL PROTECTION AGENCY

REGION III
841 CHESTNUT BUILDING .
PHILADELPHIA, PENNSYLVANIA 19107 ;5; .
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In Re:

Docket No. RCRA-III-224-:

)
Potomac Electric Power Company ) Complaint, Compliance '2"
1900 Pennsylvania Avenue, N.W. ) :
)
)
)

QY h-833cd

Order and Notice of o
Washington, DC 20068

>

Opportunity for Hearing ';"”-

]
b\

Ml

Cite wnder RESPONDENT
DCD OO 4508

I. INTRODUCTION

This Complaint, Compliance Order and Notice of Opportunity
for Hearing ("Complaint") is filed pursuant to Sections 3008 (a)
and (g) of the Resource Conservation and Recovery Act ("RCRA"),
42 U.S.C. §§ 6928(a) and (g), and the Consolidated Rules of
Practice Governing the Administrative Assessment of Civil
Penalties and the Revocation or Suspension of Permits
("Consolidated Rules of Practice"), 40 C.F.R. Part 22. The
Complainant is the Associate Division Director for RCRA Programs,
Hazardous Waste Management Division, United States Environmental
Protection Agency, Region III ("EPA"). Respondent is Potomac
Electric Power Company with facilities located in Washington,

District of Columbia; Alexandria, Virginia; and Newburg and
Aquasco, Maryland ("Respondent").

Respondent is hereby notified of EPA’s determination that it
has violated the District of Columbia Hazardous Waste Management
Regulations ("DCMR"), the Virginia Hazardous Waste Management

Regulations ("VHWMR"), the Code of Maryland Annotated Regulations
("COMAR"), Subtitle C of RCRA, 42 U.S.C. §§ 6921-6939b, and the
regulations thereunder, 40 C.F.R. Parts 260-270.

Oon March 22, 1985, pursuant to Section 3006(b) of RCRA, 42
U.S.C. § 6926(b), and 40 C.F.R. Part 271, Subpart A, the District
of Columbia was granted final authorization to administer a state
hazardous waste management program jin lieu of the Federal
hazardous waste management program established under Subtitle C
‘'of RCRA, 42 U.S.C. §§ 6921-6939b. The provisions of the District
of Columbia hazardous waste management program, through this
final authorization, have become requirements of Subtitle C of
RCRA and are, accordingly, enforceabl& by EPA pursuant to
Sections 3008(a) and (g) of RCRA, 42 U.S.C. §§ 6928(a) and (g).
The District of Columbia’s authorized hazardous waste management
program regulations are set forth in the DCMR and will be cited

'
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as "20 DCMR" followed by the applicable section of the
regulations.

On December 18, 1984, pursuant to Section 3006(b) of RCRA,
42 U.S.C. § 6926(b), and 40 C.F.R. Part 271, Subpart A, the
Commonwealth of Virginia ("Virginia") was granted final
authorization to administer a state hazardous waste management
program in lieu of the Federal hazardous waste management program
established under Subtitle C of RCRA, 42 U.S.C. §§ 6921-6939Db.
The provisions of the Virginia hazardous waste management
program, through this final authorization, have become
requirements of Subtitle C of RCRA and are, accordingly,
enforceable by EPA pursuant to Sections 3008(a) and (g) of RCRA,
42 U.S.C. §§ 6928(a) and (g). Virginia’s authorized hazardous
waste management program regulations are set forth in the VHWMR.

On February 11, 1985, pursuant to Section 3006(b) of RCRA,
42 U.S.C. § 6926(b), and 40 C.F.R. Part 271, Subpart A, the State
of Maryland ("Maryland") was granted final authorization to
administer a state hazardous waste management program in lieu of
the Federal hazardous waste management program established under
Subtitle C of RCRA, 42 U.S.C. §§ 6921-6939b. The provisions of
the Maryland hazardous waste management program, through this
final authorization, have become requirements of Subtitle C of
RCRA and are, accordingly, enforceable by EPA pursuant to
Sections 3008(a) and (g) of RCRA, 42 U.S.C. §§ 6928(a) and (9) .
Maryland's authorized hazardous waste management program
regulations are set forth in the COMAR, Title 10.51. These
regulations have been recodified at COMAR, Title 26.13. Because
such recodification has not been authorized by EPA, citations in
this Complaint are to COMAR, Title 10.51.

Neither the District of Columbia, Virginia nor Maryland has
been granted authorization to administer its hazardous waste
management program in lieu of certain provisions of the Hazardous
and Solid Waste Amendments ("HSWA") enacted on November 8, 1984
(Pub. L. No. 98-616), which amended Subtitle C of RCRA. These
~ provisions are enforceable in the District of Columbia, Virginia

and Maryland exclusively by EPA.

.- . To the extent that factual allegations or legal conclusions
set forth in this Complaint are based on provisions of the
District of Columbia’s, Virginia’s or Maryland’s authorized
hazardous waste management program regulations, those provisions
are cited as authority for such allegations or conclusions. Any
analogous provisions of the Federal hazardous waste management
program under Subtitle C of RCRA are cited thereafter for
convenience. Factual allegations or legal conclusions based
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solely on provisions of the Federal hazardous waste management
program added or amended by HSWA cite those federal provisions as
authority for such allegations or conclusions.

EPA has given the District of Columbia, Virginia and
Maryland prior notice of the issuance of this Complaint in
accordance with Section 3008(a) (2) of RCRA, 42 U.S.C. §
6928 (a) (2).

II. COMPLAIN
FI NGS AC ONC N F

1. Respondent is chartered under the laws of the District of
Columbia and is also a corporation doing business in the District
of Columbia, Virginia and . Maryland and is a "person" as defined
in 20 DCMR § 4000.1(a), VHWMR § 2.134 and COMAR § 10.51.03B(51)
(40 C.F.R. § 260.10).

2. Respondent owns and operates businesses located at 3300
Benning Road, N.E., Washington, District of Columbia 20019
("Benning Road Facility"); 1st and V Streets, S.W., Washington,
District of Columbia 20064 ("Buzzard Point Facility"); 1400 North
Royal Street, Alexandria, Virginia 22314 ("Potomac River
Facility"); Route 301 and Potomac River, Newburg, Maryland 20805
("Morgantown Facility") and Chalk Point (Eagle Harbor Road),
Aquasco, Maryland 20753 ("Chalk Point Facility"). These
facilities are electric power plants that generate steam by
burning fossil fuel to produce electricity to serve the
Washington Metropolitan area.

3. On August 18, 1980, Respondent submitted to EPA a
Notification of Hazardous Waste Activity ("Notification") for the
Benning Road Facility pursuant to Section 3010(a) of RCRA, 42
U.S.C. § 6930(a). In the Notification, Respondent identified
itself as a generator and the Benning Road Facility as a
treatment, storage and disposal facility of hazardous waste
bearing the following EPA hazardous waste numbers: F001, U210 and
U188. Each of these wastes is a "hazardous waste" as that term
is defined in 20 DCMR § 4000.1(a) (40 C.F.R. §§ 260.10, 261.31
and 261.33).

4. On November 19, 1980, Respondent:submitted to EPA a Part A
permit application ("Part A") for the Benning Road Facility,
pursuant to 20 DMCR §§ 4000.1 (b) and 4007.2 (d)-(h) (40 C.F.R.
Part 270). Respondent stated in this Part A that it generated
F001, U188, U210 wastes and hazardous waste bearing the EPA
hazardous waste number D002. The process code information

Bendung Read DCDOOBFIGSIL ™D Chalk Pont MIPOVB 31806
Puzzacd Point DcD 00§ 19507

v A Potomae River fac
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submitted in this Part A indicated that Respondent stored F001,
U188, U210 wastes and hazardous waste bearing the EPA hazardous
waste number D002 in tanks; treated F001, U188 and U210 wastes by
incineration; and treated hazardous waste in tanks bearing the
EPA hazardous waste number D002. Each of these wastes is a
"hazardous waste" as that term is defined in 20 DCMR § 4000.1(a)
(40 C.F.R. § 260.10, 261.31 and 261.33).

5. On January 14, 1981, EPA acknbwledged the Notification
referred to in Paragraph 3 above and assigned the Benning Road
Facility the EPA identification number DCD 000 819 516.

6. In a November 10, 1983 letter, EPA requested that
Respondent submit to EPA, Respondent’s Part B permit application
("Part B") for the Benning Road Facility.

7. In a January 17, 1984 letter, the Department of Consumer and
Regulatory Affairs ("DCRA") requested that the Respondent submit
to DCRA, Respondent’s Part B for the Benning Road Facility.

8. In an April 4, 1984 letter to DCRA, Respondent requested the
withdrawal of its Part A for the Benning Road Facility.

9. In a September 27, 1984 letter to Respondent, DCRA accepted
Respondent’s April 4, 1984 letter of withdrawal, referenced in
Paragraph 8 above, and terminated Respondent’s interim status for
the Benning Road Facility.

10. On January 24, 1986, Respondent submitted to EPA a revised
Notification for the Benning Road Facility pursuant to Section
3010(a) of RCRA, 42 U.S.C. § 6930(a). In the Notification,
Respondent identified itself as a burner of hazardous waste fuel
in a utility boiler and a generator of hazardous waste bearing
the EPA hazardous waste number FO0O01.

11. Respondent does not have a permit or interim status under 20
DCMR § 4007.2(d)-(h) (Section 3005 of RCRA or 40 C.F.R. Part 270)
to treat, store or dispose of hazardous waste at the Benning Road
Facility.

12. With respect to the Benning Road Facility, Respondent is a
"generator" as that term is defined in 20 DCMR § 4000.1(a)

(40 C.F.R. § 260.10). -

13. On August 18, 1980, Respondent submitted to EPA a
"Notification for the Buzzard Point Facility pursuant to Section
3010(a) of RCRA, 42 U.S.C. § 6930(a). In the Notification,
Respondent identified itself as a generator and the Buzzard Point
Facility as a treatment, storage and disposal'facility of

e s
N S A
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hazardous waste bearing the EPA hazardous waste numbers F00l1 and
U210. Each of these wastes is a "hazardous waste" as that term
is defined in 20 DCMR § 4000.1(a) (40 C.F.R. §§ 260.10, 261.31
and 261.33).

14. On November 19, 1980, Respondent submitted to EPA a Part A
for the Buzzard Point Facility, pursuant to 20 DMCR §§ 4000.1(b)
and 4007.2(d)-(h) (40 C.F.R. Part 270). Respondent stated in
this Part A that it generated F001l, U210 wastes and hazardous
waste bearing the EPA hazardous waste number D002. The process
code information submitted in this Part A indicated that
Respondent stored F001, U210 wastes and hazardous waste bearing
the EPA hazardous waste number D002 in tanks; and treated F001
and U210 wastes by incineration; and treated hazardous waste in
tanks bearing the EPA hazardous waste number D002.

15. On January 14, 1981, EPA acknowledged the Notification
referred to in Paragraph 13 above and assigned the Buzzard Point
Facility the EPA identification number DCD 000 819 508.

16. In a November 10, 1983 letter, EPA requested that Respondent
submit to EPA Respondent’s Part B for the Buzzard Point Facility.

17. In a January 17, 1984 letter, DCRA requested that Respondent
submit to DCRA Respondent’s Part B for the Buzzard Point
Facility.

18. In an April 4, 1984 letter to DCRA, Respondent requested the
withdrawal of its Part A for the Buzzard Point Facility.

19, In a September 27, 1984 letter to Respondent, DCRA accepted
Respondent’s April 4, 1984 letter of withdrawal, referenced

in Paragraph 18 above and terminated Respondent’s interim status
for the Buzzard Point Facility.

20. On February 28, 1986, Respondent submitted to EPA a revised
Notification for the Buzzard Point Facility pursuant to Section
3010(a) of RCRA, 42 U.S.C. § 6930(a). In the Notification,
Respondent identified itself as a generator of hazardous waste
bearing the EPA hazardous waste number F001.

21. Respondent does not have a permit or interim status under 20
DCMR §§ 4000.1(b) and 4007.2(d)-(h) (Section 3005 of RCRA or 40
C.F.R. Part 270) to treat, store or dispose of hazardous waste at
the Buzzard Point Facility.

22. With respect to the Buzzard Point Facility, Respondent is a
"generator" as that term is defined in 20 DCMR § 4000.1(a)
(40 C.F.R. § 260.10). N
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23. On August 18, 1980, Respondent submitted to EPA a
Notification for the Potomac River Facility pursuant to Section
3010(a) of RCRA, 42 U.S.C. § 6930(a). In the Notification,
Respondent identified itself as a generator and the Potomac River
Facility as a treatment, storage or disposal facility of
hazardous waste bearing the following EPA hazardous waste
numbers: F001, U133, U210, U220 and U226. Each of these wastes
is a "hazardous waste" as that term is defined in VHWMR § 2.80
and Appendix 3.1 of § 3.00 of VHWMR (40 C.F.R. §§ 260.10, 261.31
and 261.33).

24. On November .19, 1980, Respondent submitted to EPA a Part A
for the Potomac River Facility. Respondent stated in this Part A
that it generated F001, U133, U210, U220, U226 wastes and
hazardous waste bearing the EPA hazardous waste number D002. The
process code information submitted in this Part A indicated that
the Respondent stored F001, U133, U210, U220, U226 wastes and
hazardous waste bearing the EPA hazardous waste number D002 in
_tanks; treated F001, U133, U210, U220 and U226 wastes by
incineration; and treated hazardous waste in tanks bearing the
EPA hazardous waste number DO0O2.

25. On January 14, 1981, EPA acknowledged the Notification
referred to in Paragraph 23 above and assigned the Potomac River
Facility the EPA identification number VAD 000 731 588.

26. In a Septembér 15, 1983 letter, the Virginia Department of
Waste Management ("VDWM") requested that Respondent submit to
VDWM Respondent’s Part B for the Potomac River Facility.

27. On July 10, 1984, VDWM terminated Respondent’s interim
status for its Potomac River Facility, pursuant to VHWMR § 11.00
(40 C.F.R. Part 270), based on an April 4, 1984 letter request
submitted by Respondent to VDWM. 1In the April 4, 1984 letter,
Respondent indicated that it would not submit a Part B for the
Potomac River Facility. In that letter, Respondent stated that
hazardous waste was not stored or treated at the Potomac River
Facility.

28. On January 24, 1986, Respondent submitted to EPA a revised
Notification for the Potomac River Facility pursuant to Section
3010(a) of RCRA, 42 U.S.C. § 6930(a). In the Notification,
Respondent identified itself as a burner of hazardous waste fuel
in a utility boiler and a generator of hazardous waste bearing
the EPA hazardous waste number F00l.

29. Respondent does not have a permit or interim status under
VHWMR § 11.00 (Section 3005 of RCRA or 40 C.F.R. Part 270) to
treat, store or dispose of hazardous waste at the Potomac River
Facility. : :
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30. With respect to the Potomac River Facility, Respondent is a
"generator" as that term is defined in VHWMR § 2.77 (40 C.F.R.
§ 260.10).

31. On August 18, 1980, Respondent submitted to EPA a
Notification for the Morgantown Facility pursuant to Section
3010(a) of RCRA, 42 U.S.C. § 6930(a). In the Notification,
Respondent identified itself as a generator and the Morgantown
Facility as a treatment, storage and disposal facility of
hazardous waste bearing the following EPA hazardous waste
numbers: F001, U133, U188, U210 and U226. Each of these wastes
is a "hazardous waste" as that term is defined in COMAR §§
10.51.01.03B(26) and 10.51.02.15, 10.51.02.17F (40 C.F.R. §§
260.10, 261.31 and 261.33).

32. On November 19, 1980, Respondent submitted to EPA a Part A
for the Morgantown Facility. Respondent stated in this Part A
that it generated F001, U133, U188, U210, U226 wastes and
hazardous waste bearing the EPA hazardous waste number D002. The
process code information that Respondent submitted in this Part A
indicated that Respondent stored F001, U133, U188, U210, U226
wastes and hazardous waste bearing the EPA hazardous waste number
D002 in tanks; treated F001, U133, U188, U210 and U226 wastes by
incineration; and treated hazardous waste in tanks bearing the
EPA hazardous waste number DO002.

33. On January 14, 1981, EPA acknowledged the Notification
referred to in Paragraph 31 above and assigned the Morgantown
Facility the EPA identification number MDD 053 936 464.

34. On January 24, 1986, Respondent submitted to EPA a revised
Notification for the Morgantown Facility pursuant to Section
3010(a) of RCRA, 42 U.S.C. § 6930(a). In the Notification,
Respondent identified itself as a burner of hazardous waste fuel
in a utility boiler and a generator of hazardous waste bearing
the EPA hazardous waste numbers F001 and F003. '

35. On February 28, 1986, Respondent submitted to EPA a revised
Notification for the Morgantown Facility pursuant to Section
3010(a) of RCRA, 42 U.S.C. § 6930(a). In the Notification,
Respondent identified itself as a burner of hazardous waste fuel
and used oil fuel.

36. With respect to the Morgantown Facility, Respondent is a
"generator" as that term is defined in COMAR § 10.51.01.03.B
(40 C.F.R. § 260.10).
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37. With respect to the Morgantown Facility, Respondent is an
"owner" or "operator" as those terms are defined in COMAR
§§ 10.51.01.03B(49) and (48), respectively (40 C.F.R. § 260.10).

38. The Morgantown Facility is an "existing hazardous waste
management facility" as that term is defined in COMAR
§ 10.51.01.03B(18) (40 C.F.R. § 260.10).

39. On August 18, 1980, Respondent submitted to EPA a
Notification for the Chalk Point Facility pursuant to Section
3010(a) of RCRA, 42 U.S.C. § 6930(a). In the Notification,
Respondent identified itself as a generator and the Chalk Point
Facility as a treatment, storage and disposal facility of
hazardous waste bearing the following EPA hazardous waste
numbers: F001, U007, U133, U210, U019, U220 and U226. Each of
these wastes is a "hazardous waste!" as that term:-is defined in
COMAR §§ 10.51.03B, 10.51.02.15 and 10.51.17F (40 C.F.R. §§
260.10, 261.31 and 261.33).

40. On November 19, 1980, Respondent submitted to EPA a Part A
for the Chalk Point Facility. Respondent stated in this Part A
that it generated F001, U007, U019, U210, U220, U226, U122, U133
wastes and hazardous waste bearlng the EPA hazardous waste number
D002. The process code information that Respondent submitted in
this Part A indicated that Respondent stored F001, U007, U019,
U210, U220, U226, Ul33 wastes and hazardous waste bearing the EPA
hazardous waste number D002 in tanks; stored U122 waste in
containers; treated F001, U007, U019, U210, U220, U226 and U133
wastes by incineration; and treated U122 waste and hazardous
waste bearing the EPA hazardous waste number D002 in tanks.

41. On January 14, 1981, EPA acknowledged the Notification
referred to in Paragraph 39 above and assigned the Chalk Point
Facility the EPA identification number MDD 000 731 570.

42, In a February 24, 1984 letter to the Maryland Department of
Environment ("MDE"), Respondent requested the withdrawal of its
Part A for the Chalk Point Facility.

43. On January 24, 1986, Respondent submitted to EPA a revised
Notification for the Chalk Point Facility pursuant to § 3010(a)
of RCRA, 42 U.S.C. § 6930(a). In the Notification, Respondent
identified itself as a burner of hazardous waste fuel in a
utility boiler and a generator of hazardous waste bearing the
hazardous waste EPA numbers F001 and FO005.

44, With respect to the Chalk Point Facility, Respondent is a
"generator" as that term is defined in COMAR S 10.51.01.03B(24)
(40 C.F.R. § 260.10). N
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45. 40 C.F.R. Part 268 restricts the land disposal of certain
wastes (hereafter land disposal restricted waste or LDR waste).
Certain provisions of the Land Disposal Restrictions regulations
set forth at 40 C.F.R. Part 268 apply to generators of hazardous
waste and owners and operators of hazardous waste treatment,
storage and disposal facilities. See, 40 C.F.R. § 268.1(b).

46. On November 20, 1989, representatives of the DCRA conducted
an inspection at the Benning Road Facility and detected
violations of the DCMR and the Federal hazardous waste management
regulations.

47. On December 4, 1989, the DCRA issued a Notice of Violation
("NOV") to Respondent for violations detected at the inspection
of its Benning Road Facility referenced in Paragraph 46 above.

48. On June 27, 1991, EPA issued Respondent a letter requiring
information pursuant to Section 3007 of RCRA, 42 U.S.C. § 6927.

COUNT

49. The allegations of Paragraphs 1 through 48 of this Complaint
are incorporated herein by reference.

50. 40 C.F.R. § 268.7(a) (1) provides that if a generator
determines that it is managing a restricted waste under 40 C.F.R.
Part 268 and the waste does not meet the applicable treatment
standards set forth in 40 C.F.R. Part 268, Subpart D or exceeds
the applicable prohibition levels set forth in 40 C.F.R. § 268.32
or RCRA Section 3004(d), then with each shipment of waste the
generator must notify the treatment or storage facility in
writing of the appropriate treatment standards set forth in 40
C.F.R. Part 268, Subpart D and any applicable prohibition levels
set forth in 40 C.F.R. § 268.32 or RCRA Section 3004(4d).

51. 40 C.F.R. § 268.7(a)(2) provides that if a generator
determines that it is managing a restricted waste under 40 C.F.R.
Part 268, and determines that the waste can be land disposed
without further treatment, then with each shipment of waste it
must submit, to the treatment, storage or land disposal facility,
a notice and a certification stating that the waste meets the
applicable treatment standards set forth in 40 C.F.R. Part 268,
Subpart D and the applicable prohibition levels set forth in 40
C.F.R. § 268.32 or RCRA Section 3004(d).

52. Based on their examination of documents, DCRA
representatives determined that the Respondent did not furnish
written notifications and/or certifications to each

treatment, storage or disposal facility receiving the Benning
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Road Facility’s, the Buzzard Point Facility’s, the Potomac River
Facility’s, the Morgantown Facility’s and the Chalk Point
Facility’s land disposal restricted waste.

53. In the June 27, 1991 RCRA Section 3007 information request
letter referred to in Paragraph 48 above, EPA required that
Respondent furnish copies of all written notifications and/or
certifications which accompanied each shipment of Respondent’s
land disposal restricted hazardous waste since November 8, 1986
from the Benning Road Facility, the Potomac River Facility, the
Morgantown Facility and the Chalk Point Facility.

54. 1In response to EPA’s June 27, 1991 RCRA Section 3007 request
referred to in Paragraphs 48 and 53 above, on July 12 and 17,
1991, Respondent submitted to EPA all paperwork which accompanied
its off-site shipments from the Benning Road Facility, the
Potomac River Facility, the Morgantown Facility and the Chalk
Point Facility of hazardous waste restricted from land disposal.
Respondent’s submissions did not include the required written
notification and/or certification for each and all of the off-
site shipments of hazardous wastes referred to in Paragraphs 55,
59, 63, 67, 71 and 75 below.

55. Respondent sent the following shipments of LDR waste from
the Benning Road Facility to the Morgantown Facility:

Manifest # Waste Code Waste Type Shipment Date . -
MDC 0192856 FOO1 solvent 8-22-88

MDC 0192862 FOO1l solvent 11-7-88

MDC 0192878 F0O1 solvent 2-18-89

MDC 0192879 FOO1 solvent 2-19-89

MDC 0192911 F0O1 solvent 9-7-89

MDC 0192912 FOO1 solvent 9-21-89

MDC 0192913 FoO1 solvent 10-2-89

56. At the time each shipment described in Paragraph 55 above
was shipped off-site, land disposal restrictions were applicable
to F001 solvent waste, pursuant to 40'C.F.R. § 268.30.

57. Respondent violated 40 C.F.R. § 268.7(a) (1) and/or (2) by
failing to provide the required written notifications and/or
certifications to the treatment, storage or disposal facility
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that received the off-site shipments of land disposal restricted
wastes referred to in Paragraph 55 above.

COUNT II

58. The allegations of Paragraphs 1 through 57 of this Complaint
are incorporated herein by reference.

59. Respondent sent the following shipments of LDR waste from
the Benning Road Facility to ENSCO, Incorporated, American 0il
Road, E1l Dorado, Arkansas:

Manifest # Waste Code Waste Type Shipment Date
AR 096980 F0O01 solvent 3-9-87
AR 096985 ~F005 solvent 3-9-87

60. At the time each shipment described in Paragraph 59 above
was shipped off-site, land disposal restrictions were applicable
to FO0O1 and F005 solvent wastes, pursuant to 40 C.F.R. § 268.30.

61. Respondent violated 40 C.F.R. § 268.7(a) (1) and/or (2) by
failing to provide the required written notifications and/or
certifications to the treatment, storage or disposal facility
that received the off-site shipments of land disposal restricted
wastes referred to in Paragraph 59 above.

COUNT IIX

62. The allegations of Paragraphs 1 through 61 of this Complaint
are incorporated herein by reference.

63. Respondent sent the following shipments of LDR waste from
the Buzzard Point Facility to the Benning Road Facility:

Manifest # Waste Code Waste Type Sshipment Date

PEPT 890003 F001/F003/ solid 4-26-89
F004/F005

PEPT 890004 FO05 solid 4-27-89

64. At the time each shipment described in Paragraph 63 above
was shipped off-site, land disposal restrictions were applicable

- B
[
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to F001, F003, F004 and F005 solid/debris wastes, pursuant to 40
C.F.R. § 268. 30.

65. Respondent violated 40 C.F.R. § 268.7(a) (1) and/or (2) by
failing to provide the required written notifications and/or
certifications to the treatment, storage or disposal facility
that received the off-site shipments of land disposal restricted
wastes referred to in Paragraph 63 above.

COUNT IV

66. The allegations of Paragraphs 1 through 65 of this Complaint
are incorporated herein by reference.

67. Respondent sent the following shipments of LDR waste from
the Potomac River Facility to the Benning Road Facility:

Manifest # Waste Code Waste Type | Shipment Date

PEPC 880003 FOOI/F003/. . solid & debris 12-29-88
F004/F005

PEPC 890002 FO01/F003/ solid & debris 1-11-89
FO04/F005

PEPC 890004 FOO1/F003/ solid 2-16-89
F004/F005

PEPC 890005 F001/F003/ solvent 2-16-89
FO004/F005

68. At the time each shipment described in Paragraph 67 above
was shipped off-gsite, land disposal restrictions were applicable
to F00l1, F003, F004 and F005 (solvent and solid/debris) wastes,
pursuant to 40 C.F.R. § 268.30.

69. Respondent violated 40 C.F.R. ‘§ 268.7(a) (1) and/or (2) by
failing to provide the required written notifications and/or
certifications to the treatment, storage or disposal facility
that received the off-site shipments of land disposal restricted
wastes referred to in Paragraph 67 above.

[

COUNT V

70. The allegations of Paragraphs 1 through 69 of this Complaint
are incorporated herein by reference. -
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71. Respondent sent the following shipments of LDR waste from
the Morgantown Facility to the Benning Road Facility:

Manifest # Waste Code Waste Type Shipment Date

MDC 0118224 FO001/F003/ solvent 8-19-88
F004 /F005

MDC 0118333 F001/F003/ solvent 8-19-88
F004/F005

MDC 0118339 F001/F003/ solvent 10-11-88
F004/F005

MDC 0118257 FO001/F003/ solid & debris 11-28-88
F004/E005

MDC 0118258 FO01/F003/ solid 12-7-88
F004/F005

MDC 0118262 F001/F003/ solid & debris 1-25-89
F004 /F005

MDC 0118266 FO01/F003/ solid & debris 2-14-89
F004 /F005

72. At the time each shipment described in Paragraph 71 above
was shipped off-site, land disposal restrictions were applicable
to F001, F003, F004 and F005 (solvent and solid/debris) wastes,
pursuant to 40 C.F.R. § 268.30.

73. Respondent violated 40 C.F.R. § 268.7(a) (1) and/or (2) by
failing to provide the required written notifications and/or
certifications to the treatment, storage or disposal facility
that received the off-site shipments of land disposal restricted
wastes referred to in Paragraph 71 above.

COUNT VI

74. The allegations of Paragraphs 1 through 73 of this Complaint
are incorporated herein by reference.

75. Respondent sent the following shipments of LDR waste from
the Chalk Point Facility to the Benning Road Facility:
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Manifest # Waste Code Waste Type Shipment Date

MDC 0118350 F001/F003/ solid 11-10-88
F004/F005

MDC 0118270 F001/F003/ solid 1-12-89
F004/F005

MDC 0118273 FO001/F003/ solid 2-22-89
F004/F005

76. At the time each shipment described in Paragraph 75 above
was shipped off-site, land disposal restrictions were applicable
to F001, F003, .-F004 and F005 solid wastes, pursuant to 40 C.F.R.
§ 268.30.

77. Respondent violated 40 C.F.R. § 268.7(a) (1) and/or (2) by
failing to provide the required written notifications and/or
certifications to the treatment, storage or disposal facility
that received the off-site shipments of land disposal restricted
wastes referred to in Paragraph 75 above.

COUNT VII

78. The allegations of Paragraphs 1 through 77 of this Complaint
are incorporated herein by reference.

79. VHWMR § 5.03.06 (40 C.F.R. § 262.20(b)) provides that the
generator shall identify on each manifest all subsequent
transporters and the "designated facility”.

80. VHWMR § 2.42 (40 C.F.R. § 260.10) provides that a
"designated facility" is a hazardous waste treatment, storage or
disposal facility which has received a permit from EPA, the
Commonwealth of Virginia, or another State with an authorized
hazardous waste program or which qualifies for interim status
(see VHWMR § 11.03), in the opinion of the applicable
aforementioned authority, and has been designated to recelve a
‘'specific hazardous waste shipment.

81. On March 1, 1990, Respondent submitted to DCRA a letter with
copies of manlfests for the following off-site shipments of
hazardous waste sent to the Benning Road Facility from the
Potomac River Facility. This letter was submitted in response to
the NOV referred to in Paragraph 47 above.

.
]
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Manifest # Waste Code Shipment Date
PEPC 880003 FO001/F003/F004/F005 12-29-88
PEPC 890002 F001/F003/F004/F005 1-11-89
PEPC 890004 F001/F003/F004/F005 2-16-89

82. As an attachment to the July 12 and 17, 1991 letters
referenced in Paragraph 54 above, Respondent submitted the
following manifests for off-site shipments of hazardous waste to
the Benning Road Facility from the Potomac River Facility.

Manifest # Waste Code Shipment Date
PEPC 880001 F001/F003/F004/F005 9-30-88
PEPC 890005 F001/F003/F004/F005 2-16-89

83. The manifest identified the Benning Road Facility as the
"designated facility" on each manifest referred to in Paragraphs
81 and 82 above.

84. The Benning Road Facility is not a "designated facility" as
defined in VHWMR § 2.42 (40 C.F.R. § 260.10) because it does not
have a permit or interim status to treat, store or dispose of
hazardous waste as referenced in Paragraphs 8, 9 and 11 above.

85. Respondent violated VHWMR § 5.03.06 (40 C.F.R. § 262.20(b))
by failing to identify a "designated facility", as defined in
VHWMR § 2.42 (40 C.F.R. § 260.10), on the manifests referred to
in Paragraphs 81 and 82 above.

COUNT VII

86. The allegations of Paragraphs 1 through 85 of this Complaint
are incorporated herein by reference.

87. COMAR § 10.51.03.04A(2) (40 C.F.R. § 262.20(b)) provides
that a generator shall designate on the manifest one

facility which is permitted to handle the waste described on the
manifest.

88. In the March 1, 1990 letter referenced in Paragraph 81
above, Respondent submitted copies of the following manifests for
the off-site shipment of the hazardous waste sent to the Benning
Road Facility from the Morgantown Facility.
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Manifest # Waste Code Shipment Date

MDC 118266 FO01/F003/F004/F005 2-14-89

89. In the July 12 and 17, 1991 response to the June 27, 1991

letter referenced in Paragraph 54 above, Respondent submitted the
following manifests for off-site shipments of hazardous waste to

the Benning Road Facility from the Morgantown Facility.

Manifest # Waste Code Shipment Date
MDC 0118207 FO01/F003/F004/F005 6-8-88
MDC 0118223 F001/F003/F004/F005 6-28-88
MDC 0118325 F001/F003/F004/F005 7-15-88
MDC 0118224 F001/F663/Foo4/1='005 8-19-88
MDC 0118327 F001/F003/FQO4/F005 8-19-88
MDC 0118328 F001/F003/F004/F005 8~-19-88
MDC 0118333 F001/F003/F004/F005 8-19-88
MDC 0118329 F001/F603/F004/F005 9-19-88

& FOOS5
MDC 0118331 F001/F003/F004/F0057 10-5-88

& FOO5
MDC 0118338 F001/F003/F004 /F005 10-11-88

& FOO5
MDC 0118339 - F001/F003/F004/F005 10-11-88
MDC 0118340 FOOi/F003/F004/F005 10-24-88
MDC 0118257 F001/F003/F004/F005 11-28-88 -
" MDC 0118258 FO001/F003/F004/F005 12-;;88
MDC 0118262 F001/F003/F004/F005. 1-25-89

.

90. The Benning Road Facility does not have a permit or interim
status to treat, store or dispose of hazardous waste as
referenced in Paragraphs 8, 9 and 11 above.

~
‘



cz’ ~N

PAGE 17
PEPCO
DOCKET NO. RCRA-III-224

91. Respondent violated COMAR § 10.51.03.04A(2) (40 C.F.R.

§ 262.20(b)) by failing to designate on the manifests,
referred to in Paragraphs 88 and 89 above, a facility that is
permitted to handle the waste described on such manifests.

COUNT IX

92. The allegations of Paragraphs 1 through 91 of this Complaint
are incorporated herein by reference.

93. In the March 1, 1990 letter referenced in Paragraph 81
above, Respondent submitted copies of the following manifests for
the off-site shipment of the hazardous waste sent to the Benning
Road Facility from the Chalk Point Facility.

Manifest # Waste Code Shipment Date

MDC 0118273 FOOl/FOO3/FOO4/F005 2-22-89
94. In the July 12 and 17, 1991 response to the June 27, 1991
letter referenced in Paragraph 54 above, Respondent submitted the

following manifests for off-site shipments of hazardous waste to
the Benning Road Facility from the Chalk Point Facility.

Manifest # Waste Code Shipment Date
MDC 0046955 FooO1l 1-9-87

MDC 0046957 FoO1 3-12-87
MDC 0046956 FoO1l 4-14-87
MDC 0046958 FOO1 5-20-87
MDC 0118185 FO0O1/F003/F004/F005 4-18-88
MDC 0118192 F001/F003/F004/F005 8-19-88
"MDC 0118348 FO01/F003/F004/F005 10-24-88
MDC 0118350 F001/F003/F004/F005 11-10-88
MDC 0118270 F001/F003/F004/F005' 1-12-89

95. The Benning Road Facility does not have a permit or interim
status to treat, store or dispose of hazardous waste as
referenced in Paragraphs 8, 9 and 11 above.
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96. Respondent violated COMAR § 10.51.03.04A(2) (40 C.F.R.

§ 262.20(b)) by failing to designate on the manifests
referred to in Paragraphs 93 and 94 above, a facility that is
permitted to handle the waste described on such manifests.

COUNT X

97. The allegations of Paragraphs 1 through 96 of this Complaint
are incorporated herein by reference.

98. 20 DCMR § 4003 (40 C.F.R. § 262.20(b)) provides that a
generator must designate on the manifest a facility which is
permitted to handle the waste described on the manifest.

99. In the March 1, 1990 letter referenced in Paragraph 81
above, Respondent submitted copies of the following two (2)
manifests for the off-site shipments of hazardous waste sent to
the Benning Road Facility from the Buzzard Point Facility.

Manifest # waste Code . - Sshipment Date
PEPT 890003 FO001/F003/F004/F005 4-26-89
PEPT 890004 F005 4-27-89

100. The Benning Road Facility does not have a permit or interim
status to treat, store or dispose of hazardous waste as
referenced in Paragraphs 8, 9 and 11 above.

101. Respondent violated 20 DCMR Section 4003 (40 C.F.R.

§ 262.20(b)) by failing to designate on the manifests referenced
in Paragraph 99 above a facility which is permitted to handle the
waste described on the manifest.

COUNT XI

102. The allegations of Paragraphs 1 through 101 of this
Complaint are incorporated herein by reference.

'103. Section 3005 of RCRA, 42 U.S.C. § 6925 and 20 D.C.M.R. §§
4000.1(b) and 4007.2(d)-(h) (40 C.F.R. § 270.1(b)), with certain
exceptions not relevant here, provides that after November 19,
1980, treatment, storage or disposal of hazardous waste by any
person who has not applied for or received a RCRA permit is
prohibited.

-
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104. Respondent’s records revealed that the Respondent began
storing shipments of hazardous waste in containers on-site at its
Benning Road Facility on December 29, 1988, At least seven (7)
shipments of F005 or F001/F003/F004/F005 hazardous waste have
been stored as detailed below:

Manifest # Dates of Storage # Days stored on-site
PEPC 880003 12-29-88 to 2-10-89 43
PEPC 890002 1-11-89 to 2-10-89 30
PEPC 890004 2-16-89 to 3-10-89 22
MDC 118266 2~14-89 to 3-10-89 24
Mbc 0118273 2-22-89 to 3-10-89 16
PEPT 890003 4-26-89 to 1-19-90 268
PEPT 890004 4-27-89 to 1-19-90 267

105. Respondent does not have a permit or interim status to store
hazardous waste at its Benning Road Facility, as referenced in
Paragraphs 8, 9 and 11 above.

106. Respondent violated Section 3005 of RCRA, 42 U.S.C. § 6925
and 20 DCMR §§ 4000.1(b) and 4007.2(d)~-(h) (40 C.F.R. § 270.1(b))
by storing the seven (7) shipments of hazardous waste on-site at
its Benning Road Facility without a permit or interim status.

III. COMPLIANCE O

Pursuant to the authority of Section 3008(a) of RCRA, 42
U.S.C. § 6928 (a), Respondent is hereby ordered to:

1. Within ten (10) calendar days following receipt of this
Complaint, furnish written notifications and/or certifications
required under 40 C.F.R. § 268.7(a), as applicable, to each
treatment, storage or disposal facility that received
Respondent’s land disposal restricted waste listed above in
Paragraphs 55, 59, 63, 67, 71 and 75 of this Complaint above but
did not receive such written notification and/or certification
with the original shipment of such wastes. Include with the
written notification and/or certification a written explanation
informing the facilities that such documentation is being
transmitted under a Compliance Order issued to Respondent by EPA.
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2. At all times following receipt of this Complaint, furnish to
each treatment, storage and disposal facility which receives a
shipment of the Respondent’s waste, a written notification and/or
certification required for such shipments of land disposal
restricted waste under 40 C.F.R. §§ 268.7(a) (1) and (2), as
applicable.

3. At all times following receipt of this Complaint, designate
on all manifests a facility that is permitted to handle the waste
described on the manifest, in accordance with COMAR

§ 10.51.03.04A(2), VHWMR § 5.03.06 and 20 DCMR § 4003 (40 C.F.R.
§ 262.20(b)).

4. Immediately following the receipt of this Complaint, cease
storing hazardous waste at the Benning Road Facility without a
permit or interim status, as required by Section 3005 of RCRA, 42
U.S.C. § 6925 and 20 DCMR §§ 4000.1(b) and 4007.2(d)-(h) (40
C.F.R. § 270.1(b)).

5. Within thirty (30) calendar days following receipt of this
Complaint, submit to DCRA for approval and to EPA a complete
closure plan for the areas of the Benning Road Facility which
were used for the storage of the seven (7) shipments of hazardous
waste referenced in Paragraph 104 of this Complaint above, as
required by 20 DCMR §§ 4006 and 4006.13 (40 C.F.R. §§ 265.111 and
265.112).

6. Upon receipt of approval of the closure plan, Respondent
shall implement such plan in accordance with the requirements and
schedule set forth therein. 1If Respondent’s plan is disapproved,
within thirty (30) calendar days following Respondent’s receipt
of the written disapproval, Respondent shall revise its plan to
correct the deficiencies and resubmit the plan to DCRA for
approval and to EPA.

7. Within sixty (60) calendar days following receipt of this
Complaint, submit to EPA and DCRA proof that financial assurance
for closure has been established for the Benning Road Facility as
specified in 20 DCMR §§ 4006 and 4006.17 (40 C.F.R. § 265.143).

8. Within sixty (60) calendar days following receipt of this
Complaint, submit to EPA and DCRA proof that liability insurance
for the Benning Road Facility has been obtained as specified in
20 DCMR §§ 4006 and 4006.18 (40 C.F.R. §§ 265.147(a), (b) and

(e).

9. Within ninety (90) calendar days following receipt of this
Complaint, Respondent must submit a report to:EPA certifying that
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compliance has been achieved with Paragraphs 1 through 8 of the
Compliance Order of this Complaint.

Any violation of this Compliance Order or further violations
of RCRA Subtitle C may subject Respondent to further
administrative, civil and/or criminal enforcement, including the
imposition of civil penalties and criminal enforcement, including
imprisonment, as provided in Section 3008 of RCRA, 42 U.S.C.

§ 6928.

Iv. CIV PENAL ASSESS

Pursuant to Sections 3008(a) (3) and (g) of RCRA, 42 U.S.C.
§§ 6928(a)(3) and (g), EPA proposes the assessment of a civil
penalty in the amount of $453,000 against Respondent for the
following violations:

Count I:

Failure to furnish treatment, storage and disposal facilities
with written notifications and/or certifications in accordance
with 40 C.F.R. § 268.7(a) (1) and/or (2) for seven (7) shipments
from the Benning Road Facility to the Morgantown Facility.

Failure to provide the receiving treatment, storage and disposal
facilities with written notifications and/or certifications makes
it difficult or impossible for the receiving treatment, storage
and disposal facilities to identify the waste as land disposal
restricted (LDR). This lack of knowledge of the waste by the
treatment, storage and disposal facilities could lead to improper
treatment, storage, or disposal of the LDR waste. In this case
however, it was likely that the treatment, storage and disposal
facilities have been alerted to the fact that they were receiving
and handling LDR waste of a specific type since most of the
shipments were intra-company shipments for which the Respondent
maintained a central tracking system. EPA possesses evidence
that indicates that the Respondent violated this LDR requirement
for a total of twenty-five (25) separate incidents at its Benning
Road Facility, Buzzard Point Facility, Potomac River Facility,
Morgantown Facility and Chalk Point Facility over a period
beginning on March 9, 1987 until September 7, 1989.

Total Penalty for Count I: $66,500
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Count IIs
Failure to furnish treatment, storage and disposal facilities

with written notifications and/or certifications in accordance
with 40 C.F.R. § 268.7(a) (1) and/or (2) for two (2) shipments
from the Benning Road Facility to ENSCO, Incorporated

(See Count I)
Total Penalty for Count II: $19,000

Count III: -

Failure to furnish treatment storage and disposal facilities

with written notifications and/or certifications in accordance
with 40 C.F.R. § 268.7(a) (1) and/or (2) for two (2) shipments

from the Buzzard Point Facility to the Benning Road Facility.

(See Count I)

Total Penalty for Count III: $19,000

Count IV:

Failure to furnish treatment, storage and disposal facilities

with written notifications and/or certifications in accordance
with 40 C.F.R. § 268.7(a) (1) and/or (2) for four (4) shipments
from the Potomac River Facility to the Benning Road Facility.

(See Count I)

Total Penalty for Count IV: $38,000

‘Count V3

Failure to furnish treatment, storage and disposal facillties
with written notifications and/or certifications in accordance
with 40 C.F.R. § 268.7(a) (1) and/or (2) for seven (7) shipments
from the Morgantown Facility to the Benning Road Facility.

(See Count I)

«
]
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Total Penalty for Count V: $66,500

Count VI:

Failure to furnish treatment, storage and disposal facilities
with written notifications and/or certifications in accordance
with 40 C.F.R. § 268.7(a) (1) and/or (2) for three (3) shipments
from the Chalk Point Facility to the Benning Road Facility.

(See Count I)
Total Penalty for Count VI: $28,500

Count VII:

Failure to identify a designated facility, as defined in VHWMR
§ 2.42, on the manifests for five (5) shipments sent to the
Benning Road Facility from the Potomac River Facility in
accordance with VHWMR § 5.03.06 (40 C.F.R. § 262.20(b)).

Failure to designate on each manifest a facility which is
permitted to handle the treatment, storage or disposal of the
waste on the manifest impedes the regulatory agency(s)’ ability
to track the waste from "Cradle to Grave". Respondent
incorrectly listed the Benning Road Facility as the designated
facility on a total of thirty-three (33) manifests for: five (5)
shipments of waste sent off-site from its Potomac River Facility,
sixteen (16) shipments of waste sent off-site from its Morgantown
Facility, ten (10) shipments of waste sent off-site from its
Chalk Point Facility and two (2) shipments of waste sent off-site
from its Buzzard Point Facility. Evidence obtained by the EPA as
a result of a State inspection conducted by DCRA and as a
response to the 3007 information request indicates that the
Respondent implemented an internal manual waste tracking system
for the facilities that does not meet the requirements of the
regulations, although the system shows that the waste was
eventually disposed of off-site at permitted treatment, storage
and disposal facilities. Also, the evidence indicates that the
noncompliance with this regulation continued from September 30,
1988 to February 16, 1989.

Total Penalty for Count VII: $2,500
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Count VIII:

Failure to designate on each manifest a facility which is
permitted to handle the waste described on the manifests for
sixteen (16) shipments sent to the Benning Road Facility from the
Morgantown Facility in accordance ‘with COMAR § 10.51.03.04A(2)
(40 C.F.R. § 262.20(b)).

(See Count VII)
Total Penalty for Count VIII: $8,000

Count IX:

Failure to designate on each manifest a facility which is
permitted to handle the waste described on the manifests for ten
(10) shipments sent to the Benning Road Facility from the Chalk
Point Facility in accordance with COMAR § 10.51. 03 04A(2) (40
C.F.R. § 262.20(b)).

(See Count VII)

Total Penalty for Count IX: 85,000

Count X:

Failure to designate on each manifest a facility which is
permitted to handle the waste described on the manifests for two
(2) shipments sent to the Benning Road Facility from the Buzzard
Point Facility in accordance with 20 DCMR § 4003 (40 C.F.R.

§ 262.20(b)).

(See Count VII)

Total Penalty for Count X: $1,oob

Count XI: i
Storing hazardous waste without a permit or having interim status

in violation of Section 3005 of RCRA, 42 U.S.C. § 6925 and
20 DCMR §§ 4000.1(b) and 4007.1(b) (4Q C.F.R. § 270.1(b)).

*

The intent of the RCRA Program is to track hazardous waste from
the point of generation to the final disposal in an effort to
prevent the potential for harm to public health and the
environment. Respondent presented a harm to the integrity of the
RCRA Program by storing seven (7) shipments of improperly
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ranifested hazardous waste on-site without a permit or interim
status on an intermitent basis at its Benning Road Facility over
a 376 day period. However, it was determined that the total
penalty would have sufficient deterrent impact if multi-day
penalties were assessed only for the minimum 180 day period
mandated by the penalty policy.

Total Penalty for Count XI: $199,000

The appropriateness of the proposed penalty is based upon
facts as set forth in this Complaint; the nature, circumstances,
extent and gravity of the violation; and the amended RCRA Civil
Penalty Policy issued by EPA on October 26, 1990. Payment of the
penalty shall be made by sending a cashier’s check, payable to
the United States of America, to:

Regional Hearing Clerk
EPA Region III
P.O. Box 360515
Pittsburgh, Pennsylvania 15251-6515

A copy of the check and transmittal letter shall be
transmitted simultaneously to:

Regional Hearing Clerk (3RC00)
EPA Region III
841 Chestnut Street
Philadelphia, Pennsylvania 19107

V. OPPORTUNITY TO REQUEST A HEARING

Respondent has the right to request a hearing to contest any
matter of law or material fact set forth in this Complaint and
Compliance Order, the appropriateness of the assessed penalty, or
the terms of this Compliance Order. To request a hearing,
Respondent must file a written Answer to this Complaint with the
Regional Hearing Clerk (3RC00), EPA Region III, 841 Chestnut
Building, Philadelphia, Pennsylvania 19107, within thirty (30)
days of receipt of this Complaint. The Answer must clearly and
directly admit, deny or explain each of the factual allegations
contained in this Complaint of which the Respondent has any
knowledge. The Answer must contain: (1) a statement of the
facts which constitute the grounds of defense; (2) a concise
statement of the facts which Respondent intends to place at issue
in the hearing; and (3) a request for a hearing, if Respondent
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desires a hearing. The denial of any material fact or the
raising of any affirmative defense shall be construed as a
request for a hearing. All material facts not denied in the
Answer will be considered as admitted.

If Respondent fails to file a tte swer within t

(30) days of receipt of this Complaint, such failure shall
constitute an admission of all facts alleqed in this Complaint
and a waiver of Respondent’s right to a hearing on such factual
allegations. Failure to file a written Answer may result in the
filing of a Motion for Default Order imposing the penalties
herein and ordering compliance with the terms of this Compliance

Order without further proceedings.

Any hearing requested by Respondent will be held at a
location to be determined at a later date pursuant to 40 C.F.R.
§ 22.21(d). The hearing will be conducted in accordance with the
provisions of the Administrative Procedures Act, 5 U.S.C. §§ 551-
559 and the Consolidated Rules of Practice, 40 C.F.R. Part 22. A
copy of these rules is attached.

VI. SETTLEMENT CONFERENCE

Complainant encourages settlement of the proceedings at any
time after issuance of this Complaint if such settlement is
consistent with the provisions and objectives of RCRA and HSWA.
Whether or not a hearing is requested, Respondent may confer with
this Complainant to discuss the allegations of this Complaint,
the amount of the proposed civil penalty, and the terms of this
Compliance Order. A request for settlement conference does not
relieve the Respondent of its responsibility to file a timely
Answver.

In the event settlement is reached, its terms shall be
expressed in a written Consent Agreement prepared by Complainant,
signed by the Parties, and incorporated into a Final Order signed
by the Regional Administrator. The execution of such a Consent
Agreement shall constitute a waiver of Respondent’s right to a
hearing on any issues of law, fact, discretion or the amount of
any penalties agreed to in the Consent Agreement.

The staff attorney assigned to this case is Brian M.
Nishitani. If you have any questions or wish to arrange an
informal settlement conference, please contact Mr. Nishitani at
(215) 597-2396 prior to the expiration of the thirty (30) day
period following receipt of this Complaint. Once again, however,
such a request for an informal conference does not relieve you of
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your responsibility to file an Answer within thirty (30) days
following your receipt of this Complaint.

pate: /7 /5L ﬂ‘M /)W

Bruce P. Smith, Associate Division Director
for RCRA Progranms
Hazardous Waste Management Division
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OF REGULATED WASTE ACTIVITY
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This is to acknowledge that you have filed a Notification of Regulated Waste Activity for the
installation located at the address shown in the box below to comply with Section 3010 of the
Resource Conservation and Recovery Act (RCRA). Your EPA Identification Number for that
installation appears in the box below. The EPA Identification Number must be included on all
shipping manifests for transporting hazardous wastes; on all Annual Reports that generators of
hazardous waste, and owners and operators of hazardous waste treatment, storage and disposal
facilities must file with EPA; on all applications for a Federal Hazardous Waste Permit; and other
hazardous waste management reports and documents required under Subtitle C of RCRA.
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Other Burner/Blender Activity.
Blank Unverified.

HWF Market to Burner
X Code indicates that the handler is a generator
engaged in marketing to burners of hazardous waste
fuel activities.
Blank No activity.
HWF Other Market_
X Code indicates that the Handler is eagaged in
hazardous waste fuel marketing activities other than
generator marketing to burner.

NZMWMO W

HWF Burner
B Boiler and/or Industrial Purnace.
X Indication of activity.
0SO Market to Burner
X Code indicates that the handler is a generator
engaged in marketing to buraers of off-spec. used oil
fuel.
0SO Qther Market
X Code indicates that the Handler is engaged in
narketing of off-spec. used oil fuel other than
generator marketing tc burner (o.q., markotinq to
used oil rofincry).
0SO Burner
B Boiler and/or Industrial Furnace.
X Indication of Activity.
SO ACT: _ :
Code indicating that the handler is engaged in
marketing of specification fuel o0il activities.
B Boiler and/or Industrial Purnace.
X Indication of Activity.
Burner Types
Utility Boiler Industrial Boiler Ind. Furnace
Underground Injection Control
X Code indicates that the Handler generates and/or
treats, stores, or disposes of hazardous vaste :
and has an injection well located at the installation.

Recycler:
C Commercial
R Non-Commercial Recycler
N Not a Recycler, Verified
Blank Not a recycler, unverified.



RESOURCE CONSERVATION AND RECOVERY INFORMATION SYSTEM
MAINTENANCE FORM FOR EPA NOTIFICATION

EpA-ID# IDIQ_Dl.QlOlOlgl/ 191510181 pate: [0-7-9Y
FACILITY mu:?e?co P)uzzard 64,/0@/@% Sj 5%47[/00

New Facility Name

Name Change

Location of Inst atio

Street
city/Town State Zipég%DZ);aﬁ/
County Code___ County Name
Installation Mailing Address
stfeet
City/Town : | State 2ip
Installation Contact
Last Namo?&‘/‘%@ | rirst NN/ 4SS T ¢
son it £ £19, rone #_ 207 §74- 377
Street/9/90 74/4/541/4///4— ﬁ./é_ /VQ/
c;ty/TownLU/ ‘ State 2ip
ovnership
Name of Legal Owner
Street
city/Town State 3ip-
Phone #({LA) f7<72 - 3/77 Land 'rypc_B_ovner 'ryp._Q_‘
Delete 0ld Waste Codes Add New Waste Codes
Looo Lol Dook boos Lood
Updated in RCRIS by RA Date 10/ 12/ 7Y

[
H ST J0- 7 8- 7Y




